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The Meaning Of Value’ 


By PETER HANSON, M. A. I. 


nature of value is to command 

other commodities in exchange. 
Value, as generally used, is expressed 
in terms of money and as of a given 
date. 


V weir is purchasing power. The 


The term “market value” as applied 
to real estate is unsatisfactory and 
confusing. Its use has become more or 
less obsolete in three respects. 


. It does not conform to fact and actual 
practice. 


. It does not conform to the economic 
concept of value. 


. It does not fully conform to legal in- 
terpretation. 


The use and meaning of the term 
has been handed down to us by our 
courts. It has come out of many deci- 
sions—with each decision centering 
around a specific case, but seeking, in 
its interpretation, to be of general ap- 
plication to all cases. 


Real estate sales do not reflect value 
—they merely indicate selling price— 
a meeting of two minds as to a partic- 
ular transaction. 


In real estate practice there is no 
such thing as “market value” in the 
strict meaning of the term. The com- 
modity of land is not handled—bought 
and sold—in that way. 


The only sound standard by which 
to measure the value of real property 
is by its use value—its ability to pro- 
duce benefits. 


Warranted Value is what market 
value ought to be. 


Warranted Value is that sum, esti- 
mated in terms of money at a given 


date, which a person would be justi- 


fied in paying for the future net bene- 
fits accruing from a property. 


No “Market Value” For Land 


Let us now examine and analyze the 
meaning of the foregoing statements. 
The term “market value” can only 
mean one thing—value in the market 
—selling price. Such use of the term 
may be true of other commodities, but 
it is not true as applied to land. This is 
because the commodity of land is not 
handled in this way—bought and sold 
in the market as are other commodi- 
ties. The common useful articles of 
life, such as food and clothing, may be 
purchased at the corner grocery or at 
the clothing store, at a generally rec- 
ognized price, which is the known val- 
ue in the market at the time—the mar- 
ket value. And in the same way we 
may buy stocks and bonds on the stock 
exchange at a fixed and known price 
as of the date of purchase. This price 
is its recognized market value. 


Not so with land. There is no “‘stock 
exchange” for land. It has no known 
price—no market value in this sense 
of the use of the term. Neither is there 
a “corner grocery” where one may go 
and buy a piece of land at a tabbed 
price. The purchase or sale of land is 
not handled in this way. Land is too 
individualistic to be handled in any 
such manner. 


The result is that the term “market 
value” as it has come to be used and 
applied to land is not market value, 
but is nothing more or less than selling 
price. We all know that the value of 
land rests on something far deeper and 
more fundamental than the mere acci- 
dent of a real estate sale. 


*Copyrighted by the Author and all rights reserved. 
—aAuthor. , 
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Not Economic Concept 


Market value is not in line with our 
economic concept of value—the use 
value of property, that is, its capacity 
to earn or produce benefits. In some 
court decisions, however, there is some 
slight recognition of the use value of 
property, but usually in such a way as 
to stress the fact of the sale, and the 
price paid, rather than the use value 
of the property as such. 


Survey of Definitions 


The legal definitions of market val- 
ue are unsatisfactory, and often con- 
tradicting and confusing. In the effort 
to arrive at a definition our courts have 
used such expressions as “willing buy- 
er and seller”, ‘‘cost and price’’, “‘full 
knowledge’, etc., etc. While such con- 
ditions are logical academic enuncia- 
tions, they do not obtain in actual prac- 
tice. At best, but a very small percent- 
age of actual sales conform, either in 
whole or in part, to the legal require- 
ments of “full knowledge’, etc., and, 
therefore, cannot possibly serve as 
criteria of market value. 


Realizing the confusion existing in 
the use of the term “market value’’, 
the writer undertook an analytical 
study of supreme court decisions in the 
several states in the effort to interpret 
their meaning and probable intent. 
This study covered a period of nearly 
five years, and included several hun- 
dred condemnation cases dealing with 
the term market value. 


Because of lack of space, only a few 
cases are cited here. But these will suf- 
fice to show the method of approach 
and the manner of analysis. In each 
case the meat of the decision was 
broken up into its legal elements, and 
these, in turn, segregated as to clas- 
sification. The decisions given here are 
typical of the leading cases in the sev- 
eral states, and so may safely be used 
as a guide in our study. 


Sixteen Legal Elements 


It is interesting to note, that out of 
this entire study, after breaking up the 
decisions into their legal elements, and 
then summing up the classified results, 
we found a total of only sixteen sep- 
arate legal elements. 


Definitions of Market Value 
A California Case — 


“Market Value is the highest price 
estimated in terms of money which the 
land will bring if exposed for sale in 
the open market, with a reasonable 
time allowed to find a purchaser, buy- 
ing with full knowledge of all the uses 
and purposes to which it is adapted, 
and for w' ch it is capable of being 
used.” 


Sacramento Southern R. R. Co. v. Heilbron, 
156 Cal. 408. 


Elements 


. Highest price 6. 
. Interms of money 7. 
. If exposed for sale 8. 
. In open market 9. 
. Reasonable time 10. 


A New York Case — 


“In estimating reasonable Market 
Value of property condemned, the 
owner is entitled to have considered 
the adaptability of the land to the pur- 
poses for which it could most profit- 
ably be used, but it is to be considered 
only so far as the public would have 
considered it, if the land had been of- 
fered for sale.” 


Inwood Hill Park v. City of New York, 189 
N. Y. 642; 197 App. Div. 431. 


Full knowledge 
Uses—all 
Purposes 
Adaptability 
Capability 


Elements 


1. Adaptability 

2. Purposes 

8. Most profitable use 

4. As considered by public 
5. If offered for sale. 


A New Hampshire Case — 


“Market Value of property is the 
price which the property will bring in 
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a fair market after fair and reason- 
able efforts have been made to find a 
purchaser who will give the highest 
price for it.” 


Lake C. care of W. Mfg. Co. v. Town of 
Guilford, 67 N. H. 514; 35 A. T. L. 945. 


Elements 


. Fair market 

. Reasonable effort 

. Highest price 

. Buyer will give 
Property will bring 


A West Virginia Case — 


“The true test of the Market Value 
of land taken for a public use is the 
price for which it could have been 
sold, by a person desirous of selling, 
to a person willing to buy, neither act- 
ing under compulsion, and both exer- 
cising intelligent judgment.” 


Baltimore €& Ohio R. R. Co. v. Bonafield’s 
Heirs, 79 W. Va. 287. 


Elements 


. Price 

. Could have been sold 
. Desire to sell 

. Willingness to buy 

. No compulsion 

. Intelligent judgment. 


An Illinois Case — 


“The land owner was entitled to the 
highest cash Market Value of'the part 
taken, considered as a part of the 
whole, for the best use to which it was 
adapted, and not as a separate and 
distinct piece of real estate disconnect- 
ed from the rest of the tract.” 


City of Chicago v. Farwell, 296 Ill. 415; 121 
N. E. 795. 


Elements 


. Highest cash market value 
. As part of whole 

. Not as separate parcel 

. Disconnected from rest. 


A Virginia Case — 


“In estimating Market Value of 
property, all capabilities of the prop- 


erty and all uses to which it may be 
applied are to be considered.” 


Seaboard Airline Ry. Co. v. Chamblin, 108 
Va. 42; 60 S. E. 727. 


Elements 


1. All capabilities 
2. All uses. 


A Mississippi Case — 


“The inquiry in such cases must be, 
what is the property worth in the mar- 
ket, viewed not merely with reference 
to the uses to which it is applied, but 
with reference to the uses to which it 
is plainly adapted.” 


Mississippi & B. R. R. Co. v. Patterson, 98 
U. S. 403. 


Elements 


1. Not only present uses 
2. All uses to which plainly adapted. 


A California Case — 


“The basis for computing the Mar- 
ket Value of land where its suitability 
for subdivision purposes is established, 
is its value, plus any increased value it 
may have in the market by reason of 
its suitability for subdivision into city 
lots, and not on the basis of what the 
owners would be able to obtain for the 
lots after subdivision had actually 
taken place. . . Subdivision possibility, 
but not as an actuality.” 


City of Los Angeles v. Hughes, 202 Cal. 
438. 


Elements 


1. Reasonable highest and best use. 
A California Case — 


“The chance that land will increase 
in value as population increases, and 
new facilities for transportation and 
new markets are created, is an ele- 
ment of value quite generally taken 
into consideration in the purchase of 
land in estimating its market value. 
This chance of gain is the property of 
the land owner, . . . The expected en- 
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hancement of value through the gen- 
eral improvement of the country is a 
legitimate motive for investing in 
property.” 


Beveridge v. Lewis 137 Cal. 619. 


Elements 


1. Expected increase in value. 
A United States Case — 


“The value of the property results 
from the use to which it is put, and 
varies with the profitableness of that 
use, present and prospective, actual 
and anticipated. There is no pecuniary 
value outside of that which results 
from such use. The amount and profit- 
able character of such use determines 
its value.” 


C. C. C. & St. L. v. Backus, U. S. Court, 
May 26, 1894. (Opinion of Chief Justice 
Brewer, U. S. Supreme Court.) 


Elements 


1. Use value only 
2. Not cost. 


It will be observed that in this deci- 
sion the United States Supreme Court 
does not use the term “market value”. 


Segregating the Elements 


By summarizing the several deci- 
sions and their component legal ele- 
ments we have a fairly complete anal- 
ysis of the generally accepted Legal 
Elements which enter into and define 
Market Value as used and interpreted 
in condemnation actions. These ele- 
ments are as follows: 


1. Price (not value) estimated in terms 
of money. 


. Under average market and normal 
economic conditions. 


. After fair efforts to sell and with 
proper advertising. 


. And with reasonable time allowed 
to find a buyer. 


. In free and open market, but not 
under forced conditions. 


6. With willing to sell, and willing to 
buy conditions as between buyer 
and seller. 


. Buying with full knowledge as to all 
the facts concerning the property. 


. And exercising intelligent judgment. 


Not necessarily a sale, nor its value 
in use for speculative or subdivision 
purposes. 


. Not necessarily its value in its pres- 
ent use. 


. Not its value to the owner for any 
immediate or future plans which he 
may have for the use of the prop- 
erty. 


Not its value in use to the owner, 
nor to the buyer. 


. Not its value in a particular use, but 
its value in any use. 


Not its value for special uses or 
purposes, but its value for all uses 
and purposes to which the property 
is naturally adapted, and for which 
it is capable of being used. 


15. Its value as measured by the highest 
and best and most profitable use to 
which the property may be put. 


16. Its value arising out of use based 
upon its ability to produce benefits. 


It will be observed that these ele- 
ments logically divide themselves into 
four groups of four each. The first 
group has to do with sale conditions, 
or the manner and conditions under 
which a sale should be made. The next 
four have to do with the conduct of 
the buyer and his knowledge of the 
property. The third group deals with 
the present or prospective use condi- 
tions of the property, while the last 
group is concerned solely with its val- 
ue. Let us examine these four groups 
further to find their relationship and 
the part each plays in the definition 
of the term Market Value. 


In the first group we find certain 
hypothetical sale conditions—qualify- 
ing conditions which must attend a 
sale in order to make it conform to all 
the legal requirements of the defini- 
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tion of Market Value. Such a sale must 
be made under fair market conditions, 
after fair efforts have been made to 
sell the property, and with a reason- 
able time allowed in which to effect a 
sale. It will be noted that none of these 
conditions has to do with the Value 
Elements as such. They are merely 
sale conditions. The value of a prop- 
erty does not depend upon the manner 
of the sale. 


The second group has to do with 
the relationship of the buyer and the 
seller in the transaction, rather than 
with the property itself. It involves the 
items of freedom of action, intelligent 
judgment, and the amount of knowl- 
edge the buyer has as to the property. 
Here again, in this group, we are deal- 
ing with conditions more or less exter- 
nal to the property, and not with the 
value fundamentals inherent within 
the property. Any condition attending 
a sale must be regarded as a second- 
ary element, and not as a fundamen- 
tal consideration. 


Condition of Use 


The third group deals with the use 
conditions of the property. Land utili- 
zation varies and the position which 
the courts have consistently held is 
that the market value of property is 
not necessarily its value in its present 
use, nor in any use which the owner 
may plan for it in the future. Neither 
is its market value set by its value in 
use to the owner, nor to the party seek- 
ing to condemn. Any condition of use 
is not in itself a safe criterion by which 
to measure market value. It is also 
pointed out that there need not be an 
actual sale of the property, and that 
its value for speculative purposes can- 
not be considered. The main difference 
here is that this group deals with the 
use conditions of the property, where- 
as, the first two had to do only with 
the sale conditions. 


The fallacy of fixing market value 


by its present use condition is best 
shown when we realize that often con- 
ditions of use are mere temporary ex- 
pedients, such as “tax-payers”, and do 
not represent the highest éarning ca- 
pacity of the property. 


The fallacy of determining market 
value by any future plans, or specula- 
tive uses which the owner may have 
for the property is seen in the fact that 
such plans may not materialize, and 
are often too future and uncertain for 
the appraiser to compute and measure 
market value by. 


The fallacy of setting up its market 
value from its value in use to the par- 
ty seeking to condemn lies in the fact 
that it is beyond the scope of eminent 
domain proceedings to inquire its val- 
ue in its new use. It is sufficient that it 
is for a public use. 


Use Value 


The last group of legal elements 
deals solely with the use value of prop- 
erty. Here we have it clearly pointed 
out that market value is not its value 
in a particular use or for a particular 
purpose, but its value in any use to 
which it is naturally adapted and for 
which it is capable of being used. But 
this is purely a use value concept and 
not a market value definition in the 
strict sense of the term. The confusion 
lies in a failure to distinguish clearly 
between value and price. These terms 
are not one and the same, but their 
similarity of use has often lead to con- 
tradictory meanings. 


This concept of value is all-impor- 
tant because it has to do only with 
those economic qualities inherent in 
and environing a property, and not 
with any outside or exterior considera- 
tions which are usually secondary in 
effect. Because it is basically and fun- 
damentally sound from the economic 
standpoint, it necessarily constitutes 
the only true standard by which to 
measure value. 
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For our guidance in the matter our 
courts have gone even further and 
have pointed out that the market val- 
ue of property taken in eminent do- 
main proceedings should be interpret- 
ed to mean its value in its highest and 
best use. Present conditions of use or 
intended use are immaterial. The po- 
sition taken here is that the property 
owner is entitled to the value of the 
property taken, measured by the most 
profitable use to which it is capable of 
being put. This position is both fair in 
principle and equitable in its results. 


In all this we must conclude that 
Use Value is fundamental. Every 
known test of real property valuation 
over a long-time period must ultimate- 
ly come to rest upon its use value, not 
its selling price. 


Legal Intent 


We are now in a position to inquire 
into the legal intent. What was it the 
courts sought to convey in setting up 
and pointing out the several elements 
of Market Value? What was their 
purpose? At best, it must be construed 
as an effort clearly to define the mean- 
ing of the term. In our analysis there 
are four main elemental considera- 
tions. 


1. Sale conditions—the manner of mak- 
ing the sale. 


. Buying conditions—knowledge and 
conduct of the buyer. 


. Use conditions—present or planned 
uses of the property. 


4. Value conditions—its value in its 
highest and best use. 


The first consideration must be con- 
strued wholly as an effort to lay down 
the conditions under which a sale must 
be made in order to conform to the 
legal requirements of the definition. 


The second consideration has to do 
with the conduct of the buyer in the 
transaction—his willingness and free- 
dom of action, his knowledge of the 


property and the matter of using good 
judgment in the purchase. 


The third consideration involves the 
use condition of the property. What 
the property may be used for at any 
time is unimportant. The question is 
not its value in any use at any time, 
either to owner or to buyer, but its 
value for all uses to any person who 
may own it. 


The fourth consideration is funda- 
mental in its meaning and application. 
It involves all the value fundamentals 
—setting, location, adaptability, and 
economic capabilities. 


The first three items must be con- 
strued as more or less limiting and 
qualifying in their force and effect up- 
on the definition, and not as funda- 
mental in respect to the value of the 
property. 


What Do We Mean 


From the foregoing it would almost 
appear that our courts have given too 
much attention to the definition of 
Market Value as such, and too little 
attention to the value concepts, with 
the result that the term has become 
somewhat hackneyed and confused in 
meaning. The reasons for this are ob- 
vious. In the past our courts have 
largely relied upon sales to establish 
market value. This practice has un- 
doubtedly come into use upon the the- 
ory that cost and value, and price and 
value are the same thing. 


Perhaps it would be better if we 
could get away from the term entire- 
ly. But this may be impossible because 
of the long time it has been in vogue 
and read into the law and the statutes. 
However, since market value tends in 
the long run to adjust itself to use val- 
ue, it would seem that the term might 
easily be clarified in legal language so 
as to conform more nearly to our ac- 
cepted economic value concepts. We 
are not so much concerned with what 
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a property sells for as we are con- 
cerned with its ability to produce ben- 
efits. Certain it is that value rests upon 
something far deeper than the mere 
chance or accident of a real estate 
sale. 


This is not a far step. Perhaps it 
might be brought about by a slight 
modification of the term Market Value. 
In our effort to define it, we may 
have over-stressed the meaning of the 
word Market, as if the Market part of 
the term were more important than 
the Value part. At first glance it would 
appear that a simple phrase like — 
“based upon its ability to produce 
benefits” —might clarify our appraisal 
thought, and give us an acceptable 
definition that would meet all the legal 
requirements and at the same time sat- 
isfy our value concepts. The term 
would then read—‘“‘market value based 
upon its ability to produce benefits.” 


Objections to the Legal Term 


Establishing market value by law 
will never be wholly satisfactory, and 
there are many objections to the strict- 
ly legal use of the term. Clearly, too 
much emphasis has been placed upon 
the sale idea. Sales may be properly 
used as supporting data in an apprais- 
al, but not as evidence of value in 
themselves. There are too many un- 
known influences and circumstances 
surrounding the average sale to make 
it a safe criterion by which to measure 
value. Some of the chief objections to 
its strict legal usage may be noted as 
follows: 


From the Standpoint of the Appraiser 


1. Value rests upon something far deep- 
er and more fundamental than the 
mere chance or accident of a real 
estate sale. 


The circumstances surrounding any 
sale, lack of understanding, sales- 
manship pressure, etc., are never 
fully known, and yet they may be the 
chief factors in setting the price. 


8. Price is a matter of agreement be- 
tween two people. Two persons may 
agree upon a certain price for a 
property, while two others may agree 
upon an entirely different price for 
the same property. Both are selling 
price. 


From the Standpoint of the Court 


1. Our courts stand in the position of 
expounders of the law, and not as ap- 
praisers and economists. 


2. It is inevitable that some of our 
courts should not fully comprehend 
the fundamental economic principles 
involved. 


8. Each case is a specific case, but the 
principles laid down are of general 
application to all cases. 


From the Standpoint of Changing the Present 
Legal Set-Up 


1. Long and continued confusion of val- 
ue with cost and price. 


2. Long practice of our courts in rely- 
ing largely upon sales to establish 
market value in court actions. 


3. Hesitancy and reluctance to change 
common usage and accepted practice, 
long written into the law and stat- 
utes. 


Market Value Confusing 


As we sum up, then, the legal 
thought surrounding the term Market 
Value as shown in the several deci- 
sions quoted here, and as we sum up 
the objections to the strict legal use of 
the term, we’ are confronted with a 
situation that is not only incompatible 
with the facts but is also out of line 
with our highest economic concepts. 


We find ourselves in this position 
because the wording of the definition 
has grown up around the now obso- 
lete idea that value rests upon selling 
price, and also because the phrasing 
of the language has been chiefly con- 
cerned with the manner and condi- 
tions of a sale, with the result that the 
value fundamentals have been almost 
neglected. The effort to combine these 
three has only further confused the 
issue. 
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Market value as generally used and 
defined in our leading court decisions 
is not market value, but market price. 
Prices may or may not represent val- 
ue. The fact that market value tends 
in the long run to align itself with use 
value does not justify the assumption 
that market value is use value. 


Even a modification of the term as 
above suggested—based upon its abil- 
ity to produce benefits—cannot be sat- 
isfactory because that is only another 
way of saying that market value is not 
market value, and does not help us to 
get away from the word market. Its 
only advantage is that it would give 
us what market value ought to be, in- 
stead of what market value is, as now 
used. ' 


Perhaps our only solution lies in 
getting away from the term “market 
value” entirely, and substituting the 
term “Warranted Value” or “Use Val- 
ue’. For after all, in the strict sense of 
the term as now used, land may be 
said to have no market value. 


Warranted Value 


To change from the term “market 
value” to “warranted value’ would 
undoubtedly meet with some objec- 
tions from the legal standpoint, both 
because of the long and generally ac- 
cepted use of the term, and also be- 
cause of the fact that it is written into 
the law and the statutes. In addition 
to this, there is a long line of court de- 
cisions which might be affected, in- 
volving the risk of being reversed, and 
so bring into question the legality of 
the proceeding. 


However, we are facing a-situation 
which calls for a strong position, not 
only by the appraiser and the econ- 
omist, but also by our judicial and leg- 
islative bodies. Perhaps if we will all 
recognize this fact we may be able to 
come to some agreement and under- 
standing which will give us a satisfac- 


tory definition and clarify the legal 
status. 


In the term “‘warranted value’, we 
have the combined concepts of justi- 
fied value, use value, investment val- 
ue, and benefits. Warranted value, 
then, is what a person would be justi- 
fied in paying for a property based 
upon its ability to produce benefits. 
Since past benefits have expired, we 
are concerned only with the future 
benefits of the property. 


This change would get us entirely 
away from the term “market value’’. 
This is as it should be, for after all, we 
are not appraising market value—we 
are appraising what market value 
ought to be. Warranted value is what 
market value ought to be. 


Warranted value is that sum, estimat- 
ed in terms of money at a given date, 
which a person would be justified in 
paying for the future net benefits accru- 
ing from a property. 


A Necessary Step 


In a little treatise on “Condemna- 
tion Appraisal Procedure” written two 
years ago, I advanced the necessity for 
a new meaning of market value in the 
following words: 


“Because we (economists and apprais- 
ers) have failed to give sound expression 
to a definition of market value, we have 
been put in the position of being required 
to conform our definition to legal inter- 
pretation, whereas, we should be in the 
position where legal interpretation should 
conform to a generally accepted and es- 
tablished definition and meaning of mar- 
ket value. It is not the Court’s job to de- 
fine market value. That is our job. The 
doctor does not make out his prescription 
by law. In my opinion the market value 
of real property should be interpreted as 
its use value. This is the same standard 
of measurement set up by Chief Justice 
Brewer in 1894. It is the only sound 
standard by which the value of real prop- 
erty can be measured under the economic 
concepts. For after all, we are not ap- 
praising market value—we are apprais- 
ing what market value ought to be.” 
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My continued study of court deci- 
sions since then has but served to con- 
firm my convictions on this point. We 
have reached a place in our appraisal 
thinking where the definition of value 
must rest on its own feet. We under- 
stand the economics of land better. 
Court decisions on market value are 
often contradictory and misleading. 
We have floundered trying to harmon- 
ize the economic facts with the legal 
interpretation. All this has only led to 
confusion and subterfuge. Sound ap- 
praisal practice demands a change. 
Court procedure demands clarity and 
understanding. The logic and neces- 
sity of the situation demands a change. 


The chief advantages of this step 
may be noted as follows: 


1. It is a step in the right direction. 


2. It tends to clarify our appraisal 
thought. 


8. It is in line with advanced appraisal 
practice. 


. It gets away from continued subter- 
fuge and confusion. 


. It is in full accord with the “before 
and after” theory. 


. It harmonizes our legal thought with 
our appraisal thought. 


. It is in line with our best definitions 
and court decisions. 


. It would undoubtedly be welcomed by 
the bar and the judiciary. 


Value Definitions 


“Warranted Value is that sum, esti- 
mated in terms of money at a given date, 
which a person would be justified in 
paying for the future net benefits accru- 
ing from a property.”—Peter Hanson, 
M. A. I. 


“The value of the property results 
from the use to which it is put, and 
varies with the profitableness of that 
use, present and prospective, actual 
and anticipated. There is no pecuniary 
value outside of that which results 
from such use. The amount and profit- 
able character of such use determines 
its value.”—United States Supreme 
Court Case. 


“The inquiry in such cases must be, 
what is the property worth in the mar- 
ket, viewed not merely with reference 
to the uses to which it is applied, but 
with reference to the uses to which it 
is plainly adapted.”—Mississippi Case. 


“The market value of a property at 
a designated date is that competitive- 
ly established price which at that date 
represents the present worth of all the 
rights to future benefits arising from 
ownership.”—Standards of Appraisal 
Practice. 


“Market value is that reasonable 
and fair value, which under normal or 
ordinary conditions, an owner would 
be justified in expecting for a sale of 
the property, if all the facts concern- 
ing the property were known, and the 
property were properly advertised.” 
—lIvan A. Thorson. 


“Market value is the highest price 
estimated in terms of money, which 
the land will bring if exposed for sale 
in the open market, with a reasonable 
time allowed to find purchaser, buying 
with full knowledge of all the uses and 
purposes to which it is adapted, and 
for which it is capable of being used.” 
—California Case. 
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struction industry climbed to 

an unprecedented volume (in 
1928), and then tobogganed to the 
smallest volume in recent years in 
1931, with the decline continuing into 
1932.** Accompanying this acrobatic 
behavior of the construction curve, we 
find an equally unprecedented volume 
of defaults, foreclosures, receiver- 
ships, demoralization in real estate 
securities, bankruptcies, unemploy- 
ment, rent declines and building va- 
cancies. 


D URING the past decade the con- 


To what extent these distressing 
experiences might have been avoided, 
and if so, by what means, are out- 
standing questions engaging the at- 
tention of the construction industry. 


Three Basic Problems of This Report 


Attention is directed at the outset 
to three major problems involved in 
this report. These are: 

1. To point out the extent to which the 
welfare of the construction industry 
is dependent upon appraisals (Sec- 
tion II of this report). 

. To set forth the distinctions between 


real and false appraisals (Sections 
III, IV and V of this report). 


. To suggest means by which those who 
bear the responsibility of financing 
the construction industry may bring 
about a more dependable type of 
appraisal service (Section VI of this 
report). 


II. IMPORTANCE OF APPRAISALS 
TO THE CONSTRUCTION 
INDUSTRY 


While engineering genius has de- 
veloped a technique which enables it 
to erect physically safe structures 


towering to more than one hundred 
stories, the economic soundness of 
many construction projects has been 
scrutinized with far less concern by 
those who were financially responsible 
for them. The result has been an un- 
paralleled number of financial crashes 
resulting in staggering losses to many 
thousands of investors. While these 
tragedies can not all be attributed to 
unsound appraisals, there is a grow- 
ing volume of evidence that the own- 
ers of many of these ill-fated projects 
relied for their security upon a species 
of guesswork masquerading under the 
name of appraising, which is no more 
entitled to that designation than a 
counterfeit bill is to be considered 
lawful currency. 


Economic Soundness 


The term “economic soundness” as 
here employed has reference to the 
capacity of a property or building 
project fully to pay for itself with in- 
terest during its economic life. Un- 
like physical soundness,, economic 
soundness does not depend wholly 
upon factors within the physical lim- 
its of the property, but depends to a 
large extent upon outside, surrounding 
influences and future developments. 
Economic soundness depends upon the 
type of improvement, the location, the 
demand for the type of property in 
question, the character of the manage- 
ment under which the property is 
operated, the volume of existing or 


*Publication approved by the Acting Director of the 
Bureau of Standards of the United States Department 
of Commerce. 


**According to the F. W. Dodge Corporation, con- 
tracts awarded in 37 states increased to $6,628,300,000 
in 1928 and then dropped to $8,092,900,000 in 1931. 
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potential competition to which it is ex- 
posed, and other similar factors. 


An admirably designed and well- 
constructed office building, for ex- 
ample, would be an ill-advised project 
for a site adapted primarily to hotel 
or apartment development, and this 
fact should be clearly shown by com- 
petent appraisers. Similarly, a new 
apartment-hotel, consisting of small 
residential units, would be econom- 
ically unsound in a neighborhood in 
which vacancies in similar properties 
are already numerous or in which 
prospective developments of similar 
projects may result in excessive com- 
petition, with consequent falling rent- 
als, an increasing percentage of va- 
cancies, or both. 


These examples illustrate the rela- 
tionship of a thorough appraisal serv- 
ice to the construction industry and 
demonstrate the fallacy in the as- 
sumption frequently made, sometimes 
by so-called appraisers, that all the 
factors governing the value of a prop- 
erty are confined within its four walls. 
Consequently we are warranted in 
advancing the opinion that a vast 
number of ill-advised building pro- 
jects would never have gone beyond 
the blue-print stage had these projects 
been subjected to thorough analyses 
by competent appraisers, because such 
analyses would inevitably have dis- 
closed their unsoundness as bases for 
the loans which were made to finance 
them. A sound appraisal should be 
the very keystone in the plan of every 
construction project, since the finan- 
cial success or failure of the project 
will depend upon its economic sound- 
ness. 


Role of Appraiser in the Construction 
Industry 


The highly responsible role of the 
appraiser in the construction industry 
can be clearly set forth by defining the 


primary duties or functions of an ap- 
praiser, which are: 


1. To analyze properly all factors af- 
fecting the value of the property to 
be appraised; 


. To estimate the probable economic 
or profitable life of the property; 


. To compute correctly the value of 
the property as of a given date; and 


. To present in his report sufficient evi- 
dence supporting his conclusions to 
enable those financially interested in 
the property to act with safety. 


III. THREE BASIC TESTS OF 
VALUE 


In order that those who have occa- 
sion to employ the services of an ap- 
praiser may be able more readily to 
distinguish between genuine and coun- 
terfeit appraisals, it may be helpful to 
summarize briefly the basic tests of 
value employed in all types of valua- 
tion work. 


There are only three basic tests of 
economic value which an appraiser 
can employ in appraising a given 
property. He may base his valuation 
upon (a) the cost of production of the 
property, including both land and 
improvements; (b) the _ prevailing 
market prices of similar properties; 
and (c) the expected earning capacity 
of the property. Many appraisers have 
in the past chosen one or another of 
these three tests as the primary one. 
As a result we have what may be 
termed three distinct schools of ap- 
praisal thought based upon these three 
fundamental tests of value. A fourth 
school might be mentioned which 
recognizes none of these three tests 
as final and conclusive, but employs 
all three in estimating the value of a 
given property. 


Cost of Construction 


The first basic test of value is 
founded upon the theory that the 
value of any property is determined 
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by its cost of construction or recon- 
struction, minus an allowance for de- 
preciation or obsolescence. Adherents 
to this method consider that no one is 
better qualified to appraise a property 
than a builder or contractor, since he 
is most able to accurately compute the 
cost of the physical components of the 
property, and they support their posi- 
tion on an old economic generalization 
that the value of reproducible goods 
in the long run tends to be equal to 
their cost of production. 


While this may at first thought 
seem to be the most plausible method 
of determining property values, a 
slight amount of reflection will dis- 
close grave weaknesses in this line of 
reasoning. Among these we may 
mention first the fact that it neglects 
the highly important factor of the 
suitability of a given improvement to 
its location. According to this theory 


a residence, apart from its ground 


value, would have the same value on 
a downtown business site as it would 
in a suburban location or in the coun- 
try, and a commercial hotel located 
in a desert would have the same value 
as if it were in the heart of a metro- 
politan center. This rule also ignores 
fluctuations in market prices and en- 
tirely omits consideration of the prop- 
erty’s earning capacity as if this were 
of no consequence. Furthermore, ac- 
cording to this principle, a building 
which is only ten per cent occupied 
would be appraised at the same value 
as a similar structure more favorably 
situated which is ninety per cent occu- 
pied. Similarly, this principle does 
not take into account the fact that 
many structures are so situated that 
they may be subjected to veritable 
blizzards of competition which may 
develop as a result of overbuilding, 
ruining property owners and invest- 
ors alike, even though the properties 
involved would, if appraised accord- 
ing to their cost of construction alone, 


represent sound values and secure in- 
vestments. 


In fairness to the cost method of 
estimating property values it should 
be said, however, that this test fur- 
nishes a means of fixing a fairly accu- 
rate maximum limit on building val- 
ues, because a building cannot ordi- 
narily be worth more than would be 
the cost of replacing it with a similar 
structure. In the event, therefore, 
that another method points to a higher 
figure than that represented by cost 
of replacement minus a _ reasonable 
allowance for depreciation and/or 
obsolescence, the cost method fur- 
nishes conclusive evidence that there 
is some flaw in any other method that 
leads to a higher apparent value. 


Market Prices 


The second school of thought, rep- 
resenting what we may term the mar- 
ket value group, attempts to base its 
appraisals primarily upon the prevail- 
ing market prices of similar proper- 
ties. 


The most serious fault of this 
method is the difficulty of finding 
sales of strictly comparable proper- 
ties upon which to base a fair estimate 
of the value of a given property. Due 
to the comparatively large number of 
sales of houses and lots of all types, 
there is less difficulty in applying this 
rule to residential properties or to 
vacant parcels of land than to large 
store or office buildings, but even in 
the case of residences or vacant land 
it is impossible to find exactly com- 
parable properties, so that at best this 
method serves only as a rough guide 
in estimating individual property 
values. Another fault of this method 
arises from the difficulty of securing 
correct selling prices, as they are fre- 
quently disguised or erroneously re- 
ported; but even granting that the 
real prices paid are known, it does not 
follow that these either prove or rep- 
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resent real values. Personal situa- 
tions on both the buyers’ and the sell- 
ers’ sides frequently result in sales 
above and below true values, and in 
times of booms and depressions real 
estate prices in entire communities 
depart from sound values by very wide 
margins. Consequently, selling prices 
can at best be employed only as aids 
in determining real values, but cannot 
be relied upon as a conclusive test of 
the sound value of any given property. 


Again it may be said, however, that 
if market prices of certain types of 
properties are collected in sufficient 
numbers and over sufficiently long pe- 
riods to reflect market trends, these 
data may be employed as a standard 
by which to approximate values by 
comparing a given property with the 
selling prices of a representative num- 
ber of similar properties. Hence this 
method affords an effective means of 
checking the values of properties such 
as houses and lots, in communities 
where a sufficient number of sales of 
comparable properties have taken 
place to afford satisfactory samples. 


Earning Capacity 


The third basic test of value de- 
pends upon the expected net earning 
capacity of the property. Consequent- 
ly this method is restricted to proper- 
ties which yield a cash return or in- 
volve benefits to their owners that can 
be measured in terms of money, which 
may then be converted into a capital 
sum representing the value of the 
property by a process known as ‘“‘Cap- 
italization”. This is merely the tech- 
nical name for a method of determin- 
ing the amount of money which a pur- 
chaser would be warranted in paying 
for a property from which he desires 
to realize a certain rate of return up- 
on his investment. 


Like the cost method and the mar- 
ket price method discussed above, the 
earning capacity method also has its 


handicaps. First of all there is the task 
of determining the income and operat- 
ing factors with sufficient accuracy to 
compute an accurate current net yield. 
The next and still more difficult factor 
to be determined is the probable fu- 
ture trend of cost and income factors 
and the consequent uncertainty in ac- 
curately estimating what the prospec- 
tive net earnings will be and how long 
the useful or profitable life of the 
property may continue. While, from 
the point of view of the investor, this is 
a factor of paramount importance, it 
is impossible to foresee all of the still 
non-existing factors which may arise 
and which may completely change the 
economic picture visible at the time 
the appraisal is made. Consequently, 
it must in all fairness be said that 
while this method of appraising in- 
come properties is theoretically unas- 
sailable, it is encumbered with impor- 
tant difficulties which arise from the 
hazards incident to an accurate pre- 
diction of future earnings. 


Importance of Earning Capacity 


In the final analysis, however, the 
value of any income property depends 
solely upon the return which it will 
yield, and hence no appraiser is war- 
ranted in making an appraisal which 
represents the value of any income or 
investment property as being in excess 
of the present worth of the net earn- 
ings which it may reasonably be ex- 
pected to yield during its remaining 
economic life. The principal limitation 
of this method lies in the fact that it 
is not readily applicable to houses, fac- 
tories, and other properties that do not 
have clearly ascertainable net earn- 
ings measurable in terms of money. 


The outstanding and primary reason 
for making an appraisal of an invest- 
ment property for loan purposes is to 
determine its capacity to yield a re- 
turn sufficient to justify the investment 
in the property, since no investment in 
a property is warranted which will not 
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be fully repaid with interest. Apprais- 
als for investment properties should 
indicate clearly the volume of earn- 
ings above taxes and operating charg- 
es that will be available to discharge 
principal and interest payments. To 
lenders, therefore, net earnings repre- 
sent a factor of even greater impor- 
tance than the appraised valuation of 
the property, which they do not desire 
to purchase, to sell or to own. 


Equally important from the lender’s 
point of view is the probable duration 
of net earnings. A property such as a 
small store and office building, or a 
small apartment building, may yield a 
net return of $5,000 per annum at the 
time it is appraised. If, however, an 
investor were to make a long-term 
loan upon these properties on the as- 
sumption that this volume of net earn- 
ings would continue during the term 
of the mortgage, he would be prac- 
tically certain to find his loan in dis- 
tress if, at the end of three or five 
years, net earnings had fallen to one- 
half of their original volume. Since 
the volume and duration of the net 
earning capacity of the property is the 
primary concern of lenders on all 
types of income properties, these two 
factors are of greater importance to 
investors than the final appraised val- 
ue of the property. 


Applicability of Earnings Method to 
Construction Projects 


It is frequently argued that in the 
case of construction projects which are 
still to be built, the income method of 
appraising is impracticable because 
there are no earnings upon which to 
base such an analysis. The same argu- 
ment, however, would preclude the 
possibility of designing or even consid- 
ering such projects since the promot- 
ers are, as a rule, interested in them 
solely from the point of view of the 
return which their investment will 
yield. Consequently, it is clearly with- 


in the province of an appraiser to offer 
a solution of this problem on the basis 
of projected plans and specifications, 


The argument is frequently ad- 
vanced that appraisals for conserva- 
tive first mortgage loans may be dif. 
ferent from appraisals made for such 
purposes as condemnation, junior fi- 
nancing, and sale or settlement of an 
estate. From the point of view of a 
thorough and competent appraisal this 
line of reasoning is no more logical 
than it would be for a physician to 
make a different diagnosis of a case of 
appendicitis, depending upon the oc- 
cupation of the patient. As far as the 
appraisal is concerned, the purpose 
for which it is desired should make no 
difference except that in reporting the 
result of his analysis an appraiser may 
place more emphasis on particular fac- 
tors if he is familiar with the specific 
purpose for which the appraisal is 
made. 


All Methods Correct Under Ideal 
Circumstances 


The foregoing criticisms of the three 
basic tests of value are not intended to 
discredit the possibility of making a 
sound appraisal, but rather to show 
that there is no simple formula appli- 
cable to all cases, and that the best ap- 
praisers can make a trustworthy val- 
uation only after careful study and 
analysis of all factors pertaining to the 
particular property under considera- 
tion, including probable changes in 
market prices, rentals, building costs, 
changes in uses of properties, growth 
and movements of population, and 
other basic factors. 


The fact may here be noted that un- 
der ideal conditions all three of these 
methods would theoretically produce 
the same result. In other words, an in- 
come property correctly designed, 
properly located and perfectly con- 
structed should, under normal eco- 
nomic conditions, yield a return fully 
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commensurate with the investment in 
the property, and its market value 
should be equal to its full normal cost 
of construction. The appraiser has no 
right to assume, however, that any- 
thing about the property is ideal, and 
consequently he is as much responsible 
for pointing out and weighing factors 
which detract from the value of the 
property as he is for crediting the 
property with those factors which con- 
tribute to its value. 


IV. SUMMARY OF CURRENT 
APPRAISAL PROCEDURE 


There is a bewildering variety in the 
actual appraisal procedures followed 
by appraisers today. However, a par- 
tially completed study of the practices 
adopted by insurance companies, in- 
vestment bankers, savings banks, com- 
mercial banks, trust companies, build- 
ing and loan associations, appraisal 


companies, and real estate boards has 
led to four general classifications as to 
the degree of completeness in the 
method of procedure and the resulting 
reports. These classifications are: 


1. The unsupported statement of the ap- 
praiser or an appraisal group as to 
its opinion of the value of the prop- 
erty. 


. Limited data collected or verified by 
appraisers used as the basis for the 
same type of report as in class 1. 


. Considerable written data obtained 
by the appraiser and some method by 
which the appraiser’s work is re- 
viewed. 


. A detailed report analyzing the prop- 
erty from every angle in accordance 
with the better scientific principles. 


No Written Data Employed 


In the first type of procedure, which 
unfortunately is still widely practiced, 


Exhibit 1. A Typical Unsupported Certificate of Appraisal 





CERTIFICATE OF APPRAISAL 





opinion said property is worth: 





We, the undersigned, being duly appointed for the purpose, by 
the (institution) issuing this certificate, hereby certify that we have 
carefully considered the application for an appraisal of the proper- 
ty described herein; that we have personally examined said prem- 
ises; that we have no personal interest in the property, and in our 
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Exhibit 2. A Typical Form of Certificate of Appraisal Based Upon Limited Data, 





VALUATION COMMITTEE’S REPORT 
of (Name of Loaning Institution) 





Property of 
Location: No 
Between 


pavement sewerage 
I a sia arte buen ema pea dnebmanidindiaaaaes 


We estimate the present value of the improvements 
in this location 
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we find a document purporting to be 
a certificate of appraisal or in some 
cases a less formal paper or letter 
which is subscribed to by from one to 
three individuals as appraisers. There 
is no evidence of any written material 
gathered in support of the valuation 
figure. The “appraisal” merely sets 
forth the opinion of the signators as to 
the value of the property. 


A certificate typical of this class is 
shown in Exhibit 1. 


Among the conditions sometimes ap- 
pended to such an appraisal are phras- 
es to the effect that the description, in- 
come and such special data upon the 
property as are submitted by the ap- 
plicant are assumed by the committee 
to be correct; that no responsibility is 
assumed by the committee; and that 
title is assumed to be good. 


Limited Data Employed 


The second general classification 
embodies a procedure of a slightly 


higher degree of development, requir- 
ing a somewhat systematic gathering 
of certain basic facts in writing to 
serve as a foundation for the valuation 
of the property. 


The form shown in Exhibit 2, which 
is executed by the valuation commit- 
tee, is typical of this method. 


In some instances each member of 
the committee may be supplied with a 
copy of the applicant’s detailed de- 
scription and be required to make his 
inspection alone, checking carefully 
the applicant’s statements. The mem- 
bers meet later and determine what 
the valuation shall be. While the ef- 
fectiveness of this method as generally 
used by certain loaning institutions is 
based upon serious personal attention 
of the appraisers employed, it is classi- 
fied in the second group because of the 
limited amount of data gathered in 
making an appraisal and the informal 
character of the appraisal report. 


Data Fairly Complete and Carefully 
Checked 


In the third classification we find 
appraisals which show a marked de- 
gree of improvement over those en- 
countered in groups one and two. The 
appraising personnel in this category 
is generally more experienced or 
equipped with a better background 
than the average appraiser. Also there 
is usually more or less of a system in 
operation involving the use of stand- 
ard work-sheets by the inspectors and 
requiring a statement in writing indi- 
cating the reasons for the valuation. 
At a certain stage prior to the final 
approval of the valuation, a competent 
group of individuals may review the 
work of the appraisers to determine 
the reasonableness of the valuation. In 
arriving at a figure both the appraisers 
and the reviewers usually have access 
to files of appraisal data which may 
be applied in addition to that gath- 
ered. 


An example of appraisal procedure 
falling within this class is furnished by 
the practice of an institution making 
real estate loans throughout the coun- 
try. This company establishes local 
correspondents to appraise property 
and recommend loans in that commu- 
nity. The company also employs re- 
gional supervisors (twelve in number) 
who visit the correspondents in their 
respective regions and in addition ac- 
tually inspect the various properties. 
Two or three general supervisors are 
retained to check the regional super- 
visors. The local correspondents are 
bound further by contracts to the ef- 
fect that they will assume the loan if 
the security (appraised property) is 
unsatisfactory to the central organiza- 
tion. Before the final approval of an 
application, the appraisal department 
of the main office makes a careful 
technical examination. 


Procedures of this third group are 
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probably the most effective of the gen- 
erally practiced methods. 


Complete Data With Elaborate Reports 


Classification four, representing the 
highest degree of scientifically devel- 
oped appraising, is used comparative- 
ly little, though it is gradually becom- 
ing more widely recognized. 


It consists first of a careful study of 
the entire problem by exceptionally 
well qualified experts who, after com- 
piling the necessary field data on care- 
fully prepared work-sheets, turn to 
their ‘‘work shops’? where they com- 
pute the valuation and prepare the re- 
port. At the “work shop” one finds an 
up-to-date file of appraisal references 
and data and experienced co-workers 
with whom various points may be dis- 
cussed. 


One sample appraisal of this type 
consisted of a first page as a certifi- 
cate of appraisal with the remaining 
seventeen pages dealing with the data 
and explanations in support of the val- 
uation. Among the items discussed 
are: the location of the property, to 
which a page of discussion was devot- 
ed; data covering transportation fa- 
cilities (1 page); legal description of 
the land; description of the improve- 
ments with a tabular analysis of the 
kinds of rooms and floor space; the 
valuation process (3 pages); tabula- 
tion as to income; operating cost and 
expense; and otherimportant elements 
essential to proper appraising. 


This latter practice undoubtedly re- 
sults in a figure nearest to an accurate 
valuation of the property partly be- 
cause of the methods employed and 
partly because the original object is 
to find the real value, whereas the 
other methods are utilized principally 
by institutions whose primary concern 
is in the fact that the appraisal figure 
shall not exceed the real value of the 
property. The point should be stressed, 


however, that appraisals made on the 
basis of “‘playing safe’ from the lend- 
er’s point of view are unfair to the 
owner, just as excessive appraisals re. 
verse these interests. Fairness to all 
parties concerned demands that ap- 
praisals be accurate and made with- 
out bias in favor of either lenders or 
borrowers, buyers or sellers. 


V. WEAKNESSES IN CURRENT 
APPRAISAL METHODS 


While the appraisal profession has 
made very commendable progress dur- 
ing the past decade, there are still 
many appraisers who regard the em- 
phasis which is being placed upon ade- 
quate data and correct principles as 
if they were nothing more than showy 
window dressing. 


While those who fail to consider 
definitely formulated principles and 
technique may frequently be right in 
their conclusions, one of their princi- 
pal weaknesses lies in the fact that 
under changing conditions there is 
danger of their falling into error due 
to a lack of technique for weighing 
and measuring changing factors. But 
perhaps the greatest fault in such pro- 
cedure lies in the ease with which it 
may be imitated by wholly incompe- 
tent and untrustworthy appraisers, 
since the only requirement upon them 
is their signature to a sheet of paper 
stating that, in their opinion, a certain 
sum represents the value of the prop- 
erty. 


Reliance Upon “Common Sense” 


The foregoing remarks should not 
be construed as relegating to the scrap- 
heap, the vitally important factor of 
common sense in appraising. On the 
contrary it is assumed that true com- 
mon sense must be the very essence of 
good appraising, and that it will serve 
in the field of appraising just as it 
does in engineering or other fields. No 
amount of theoretical procedure can 
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make an appraisal satisfactory with- 
out good judgment and the application 
of sound common sense. Sound judg- 
ment, proper data and correct princi- 
ples are all equally necessary in mak- 
ing a true appraisal and the proper 
application of all three is the only ade- 
quate insurance against counterfeit 
appraising done by those who are de- 
ficient in any or all of these essentials, 
but who conceal their faults under the 
pretense of “‘ccommon sense”. 


Faulty Theories of Value 


Another group of appraisers which 
has led many investors in financial in- 
stitutions astray includes those who 
embrace faulty theories of value. 
While the subject of value constitutes 
one of the most technical concepts in 
economics and has been ably expound- 
ed in numerous court decisions and 
voluminous treatises, there are still 
many who call themselves appraisers 
who have invented their own amateur 
theories, apparently unaware of the 
fact that the subject has been given 
extensive thought by many able minds 
over a long period of years. 


Again we find another group which 
adheres tenaciously to simply one of 
the three basic tests of value described 
earlier in this report, ignoring the lim- 
itations and shortcomings inherent in 
each of these tests, which have al- 
ready been indicated. 


Inadequate Data 


Another weakness of many apprais- 
als lies in the fact that known or ascer- 
tainable data have been improperly or 
inadequately used. Many an appraiser 
points with pride to the photographs 
attached to his appraisals, the market 
price data carefully entered upon a 
plat book of the city and figures on 
costs of various types of construction, 
but can furnish no information rela- 
tive to such vital matters as rentals, 
operating costs or net yields of invest- 


ment properties in the community. 
While elaborate and complicated ap- 
praisal forms may not be necessary, 
there are certain essential data with- 
out which a proper appraisal analysis 
is impossible, and which should form 
the basis of every properly substan- 
tiated appraisal. 


Incommensurable Factors 


There are other limitations in cur- 
rent appraisal methods which are due 
largely to the influence of immeasur- 
able factors which comprise the twi- 
light zone of speculative considera- 
tions. Such factors as the influence of 
skyscraper construction, the effects of 
rapid transit development, automobile 
transportation, and industrial decen- 
tralization have an unquestionable in- 
fluence upon property values; but 
their measurement presents difficulties 
which the appraisal profession so far 
has not solved with a gratifying de- 
gree of success. 


Summation Appraisals 


Frequently separate appraisals are 
made of the land (or leasehold) and 
the improvements, which then are add- 
ed to obtain the value of the entire 
property. The worst results of this 
method grow out of a practice some- 
times employed of having such parts 
of properties appraised by different 
appraisers, and adding the figures ob- 
tained from each to represent the to- 
tal value of the property. 


This practice is condemned as un- 
sound, inaccurate and misleading be- 
cause it disregards the effect of over, 
under, or misplaced improvement. In 
the case of investment properties it 
evades the fundamental question of 
the economic soundness of the im- 
provement and disregards the interre- 
lation between land (or leasehold) 
value and the value of the improve- 
ment. 
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Other Weaknesses 


The most inexcusable weaknesses in 
current appraisal practices are: (a) 
failure on the part of appraisers to 
keep abreast of the appraisal tech- 
nique employed by the more compe- 
tent appraisers throughout the coun- 
try, and (b) allowing anyone to repre- 
sent himself as an appraiser who con- 
sciously or fraudulently misrepresents 
property values for the purpose of col- 
lecting a fee for his services. 


VI. RECOMMENDATIONS FOR IM- 
PROVING CURRENT APPRAISAL 
METHODS AND PROCEDURE 


More Adequate Data 


Doubtless the greatest handicap ex- 
perienced by all appraisers at the 
present time is the lack of adequate 
real estate data. Information reflect- 
ing the current demand and supply of 
various classes of properties, rentals, 
market prices, operating costs, and 
construction costs are exceedingly 
meager, and as a rule appraisers de- 
siring to employ such information are 
compelled to assemble it themselves. 
It is strongly urged that suitable agen- 
cies for compiling information of this 
type be encouraged not merely for the 
purpose of supplying such information 
currently, but also to serve the equally 
important purpose of providing a 
basis for determining the trends of 
each of the above-mentioned factors. 


Research on Basic Trends 


Another field of inquiry deserving 
of considerable research is the study 
of trends in land uses and the conse- 
quent effects as reflected in trends of 
site values. 


While considerable work has been 
done by the Bureau of Internal Rev- 
enue, The National Association of Real 
Estate Boards and others in estimating 
the economic life of real estate im- 
provements, this subject is also recom- 
mended for further research. 


Better Qualifications for Appraisers 


Another vital improvement in ap- 
praisal methods may be hoped for 
through the establishment of better 
qualifications for appraisers by some 
agency such as the American Institute 
of Real Estate Appraisers, which has 
recently been organized by the Na- 
tional Association of Real Estate 
Boards. In addition to refining the 
standards of appraisal practice, such 
an organization could also periodical- 
ly disseminate information with refer- 
ence to the entire field of appraising 
and could exercise a wholesome su- 
pervisory power over its membership 
through the medium of properly 
drawn membership requirements. 
Such an organization could, moreover, 
go far toward fixing a degree of re- 
sponsibility upon appraisers for mak- 
ing erroneous and faulty appraisals. 


It is further suggested that the es- 
tablishment of fuller information in 
public records regarding real estate, 
additional research by educational in- 
stitutions and foundations with refer- 
ence to the more basic problems con- 
cerning the great dynamic movements 
which are taking place in the real es- 
tate field, and more detailed studies 
involving the practical application of 
the fundamental principles of real es- 
tate values, would be of great value to 
appraisal practice. 


Qualifications of a Competent Appraiser 


Worthy efforts are being made to 
raise the standards of the appraisal 
field to those of a true profession, 
through courses in real estate apprais- 
ing which are now offered in many col- 
leges, universities, and other organiza- 
tions, through research activities and 
publications in the appraisal field, and 
through the formation of a profession- 
al society of appraisers, such as the 
American Institute of Real Estate Ap- 
praisers previously mentioned. 
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The cooperation of those requiring 
the services of an appraiser is urged to 
aid in bringing about a more compe- 
tent type of appraisal service by choos- 
ing appraisers who are properly qual- 
ified to render a trustworthy service. 
Among the qualifications which every 
appraiser should possess are: 


. Honesty. 
. Sound judgment. 


. Knowledge of the principles and tech- 
nique of appraising acquired through 
study and experience. 


. Knowledge of the uses of the types 
of properties to be appraised. 


. Knowledge of rentals paid for the 
types of properties to be appraised. 


¢ 


¢ 


¢ 


. Knowledge of the operating costs in- 


volved in the types of properties to 
be appraised. 


Knowledge of the cost of construc- 
tion, replacement, or remodeling of 
the types of properties to be ap- 
praised. 


. Knowledge of financing terms and 


prices paid for properties similar to 
those to be appraised. 


Ability to take a long-time view of 
considerations which must be weighed 
and analyzed in appraisal work, par- 
ticularly those which affect the fu- 
ture net income yielding power of 
the property. 


. Willingness to learn and the habit of 


keeping abreast of the best stand- 
ards and practices in the appraisal 
field. 


Percentage of Cities Reporting Upward, Stationary or Downward Movements of 


Residential Rents as Compared with Same Date, 1932 


Single-Family Two-Family 
Dwellings Dwellings Apartments 


Section and Size of City 
Totals for U. S. and Canada 
New England 
Middle Atlantic 
South Atlantic 
East North Central 
West North Central 
East South Central 
West South Central 
Mountain 
Pacific 


Over 500,000 

200,000 to 500,000 

100,000 to 200,000 

25,000 to 100,000 

Under 25,000 

District and County Boards 


Stat 


42 
50 
42 
50 
30 
33 
67 
38 
45 
49 
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38 
57 
82 
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—from Semi-Annual Survey, National Association of Real Estate Boards, July 23, 1933. 





Fundamental Economic Concepts 
By LoRING O. McCorMIcK and GEORGE L. SCHMUTZ 


OST evaluators, and particular- 
M ly real estate appraisers, are 
prone to consider Land and 
Capital as the sole factors in the pro- 
duction of Income or of Benefits. Most 
appraisal processes and formulae are 
designed so as to measure the contri- 
bution of these factors alone. The 
tendency to do so and thus to neglect 
Labor and Organization as contribu- 
tary factors in production has led to 
much confused 


dispensible, factors in the production 
of all things. Nature furnishes all of 
the materials and forces out of which 
wealth is created. By his intelligence, 
Man directs the processes of produc- 
tion; and by his physical Labor he di- 
rects the forces of Nature used in pro- 
duction, and supplements them. 


Capital as a Factor 


A third factor in production arises 
as an effect of the 





thinking and writ- 
ing, and is respon- 


This is the first of a series of 


coupling of Man 
and Nature in Pro- 
duction; and this 


sible in a_ great 
measure for the ap- 
parently irreconcil- 
able differences of 
opinion between 
the proponents of 
“Valuation by Re- 
production” and 
“Valuation by Cap- 
italization” meth- 
ods. Because of the 
failure of valuat- 
ors also to consider 
Labor and Organi- 
zation as factors in 
production, the im- 
portance of all fac- 
tors in production 
will be herein 
stressed, and their 





articles, by Loring O. McCormick 
and George L. Schmutz of Los An- 
geles, on the Economic Approach 
to Valuation Procedure. The sec- 
ond article will appear in the Oc- 
tober, 1933, issue and will deal 
with the Doctrine of Surplus Pro- 
ductivity, the Doctrine of Contri- 
bution, the Creditor’s and Debtor's 
Positions, Long Term Tendency of 
Land, and Rent. The theories and 
procedures set forth in these ar- 
ticles will be interesting and val- 
uable to the. student and the prac- 
titioner; but they are not to be in- 
terpreted, however, as having the 
official approval of the American 
Institute of Real Estate Apprais- 
ers.—Editor. 








third factor is 
known as Capital. 
For the purpose of 
this work, Capital 
will be considered 
only as the differ- 
ence between what 
Man and Nature 
have produced, 
and that which 
Man has not con- 
sumed, and which 
is used for the pur- 
pose of further 
production. Under 
this definition, — 
machinery, tools, 
buildings, furni- 
ture, automobiles, 


relationships carefully inquired into, 
in order that a clear understand- 
ing of the fundamental factors under- 
lying the production of wealth and of 
services be grasped by the student, as 
a foundation for the understanding of 
valuation procedure. 


Nature and Man as Factors 


In the most fundamental sense, Na- 
ture and Man are the primary, and in- 


etc. are to be considered as Capital, 
while goods and commodities destined 
for consumption are to be considered 
as Consumptive goods. 


Organization as a Factor 


Organization may be defined as the 
sum total of these factors used to co- 
ordinate the offices of Labor, Capital, 
and Land in the production of goods 
or of services. Management, public 
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utility services such as light, heat, wa- 
ter, power, and taxes, special assess- 
ments, insurance, etc., are all factors 
of Organization and are necessary ef- 
fectively to coordinate Labor, Captial, 
and Land in their function of produc- 
tion. 


Relationship of the Factors 


The four factors in Production, 
namely Nature or Land, Manor Labor, 
Capital, and Organization have been 
briefly defined. However, such brief 
definition does not convey a clear un- 
derstanding of the nature of these fac- 
tors, nor of their relationships one to 
the other, nor the causes affecting 
them. Inasmuch as a clear understand- 
ing and a thorough knowledge of all 
of these factors is necessary to secure 
an understanding of the principles 
governing valuation processes, it will 
be necessary to treat of these four fac- 
tors in a more exhaustive and detailed 
manner. 


The Part of Nature and Man in 
Production 


Nature furnishes the surface of the 
earth as a foundation for the diverse 
activities of Mankind, and as well fur- 
nishes all of the raw materials and 
forces which Mankind uses in the pro- 
duction of goods, services, and wealth. 
During the past two hundred years the 
advancing knowledge of Mankind has 
discovered the use of Power, and of 
the hidden forces of Nature. The dis- 
covery and application of these forces 
of Nature has revolutionized industry, 
has elevated the Standard of Living, 
has affected the utilization of all forms 
of Land, and has increased the value 
of Land as well. These changes occur 
as Man advances in knowledge; and it 
can reasonably be expected that our 
future advance will be more rapid 
than in the past. In advancement, the 
only thing which is really limited at 
any particular moment in time is the 
knowledge of Man, and a survey of 


the World’s History indicates that the 
greatest sources of wealth are not the 
materials and forces which are fur- 
nished by Nature, but rather the Crea- 
tive Knowledge of Mankind which dis- 
covers the forces of Nature and devel- 
ops them, and the means for their util- 
ization. Russia, China, India, and 
many South American countries are 
rich in raw materials but are poor in 
wealth for the reason that the people 
in general have but little knowledge of 
Nature’s bounties, or as how best to 
develop and utilize them. For this rea- 
son it may be truthfully said that,— 
the wealth of a nation lies as much in 
the intelligence of its people as in its 
possession of raw materials and nat- 
ural resources. 


Land Includes Natural Resources 


When we consider Land, we must 
consider it, not only as soil or as a 
superficial area of the Earth’s surface, 
but also as inclusive of all Natural Re- 
sources. These Natural Resources are 
divisible into two general groups,— 
Renewable and Non-Renewable, a 
partial list of which follows,— 


Renewable Non-Renewable 


coal, gas, oil, 
iron and other metals, 
and minerals. 


water 
soils 
forests 


It is not necessary herein to enter 
upon a lengthy discussion of the con- 
servation of these Natural Resources 
but it is necessary for the student to 
consider Land as meaning both the su- 
perficial area of the Earth and all nat- 
ural resources of whatever description. 
The need for so considering Land will 
become more apparent as we proceed 
with the discussion of these fundamen- 
tal factors upon which valuation proc- 
esses are dependent. 


Labor Changes from Raw to Finished 
Product 


We have seen that progress and the 
creation of wealth is primarily based 
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upon the use of Natural Resources by 
the Labor of Mankind. In considering 
the resources of Nature, we must bear 
in mind that they are not always sup- 
plied by Nature in a condition that 
would fully satisfy human wants and 
desires. Ores of the various metals 
‘were placed in the earth by Nature, 
but the ore—as it comes from the mine 
— is not yet fit to satisfy the needs of 
man. It must be treated by various 
processes and oftentimes combined 
with other substances before it emerg- 
es in a form capable of satisfying our 
wants. Before it gravitates to urban 
use, raw land must also have its raw 
state changed; grading, pavement, 
sidewalks, sewers, etc., are necessary 
to render the Land as a finished prod- 
uct capable of meeting human urban 
requirements. Nature has furnished 
the raw materials and forces of indus- 
try and Man’s knowledge has sought 
them out, found uses for them and has 
invented ways and means of fashion- 
ing them into products which satisfy 
wants, and therefore products of val- 
ue. The finding of these raw materials 
and forces and of uses of them, and 
the finding of means whereby they are 
made into want satisfying products, 
constitutes the part of Labor, or Man’s 
part in Production. 


Divisions of Labor 


Labor is generally divided into four 
divisions as follows: 


1. The Labor of Science, 

2. The Labor of Invention, 

3. The Labor of Management, and 
4. Direct Labor. 


We have previously stated that the 
wealth of a nation may be more in the 
brains of its Men than in its possession 
of raw materials and resources. The 
truth of this statement will be clearly 
seen after we have considered the La- 
bor of Pure Science. 


The history of the world is largely 


an account wherein Man’s discovery 
and utilization of the forces and prop- 
erties of Nature are chronicled. In his- 
tory, the Stone Age was ended by the 
discovery of Bronze, and the Bronze 
Age terminated with the introduction 
of Iron. In the past one hundred years, 
the age of Steel and Electricity have 
displaced Iron, and this period of time, 
commonly known as the Industria] 
Age, has witnessed more progress than 
all previous time. 


Labor of Science and Invention 


The works of Edison, Steinmetz, 
and others, in electricity, and of Ful- 
ton, Parsons, and Seldon in locomo- 
tion; of Bell, Marconi, and others, in 
communication and radio, shows that 
the Labor of Pure Science always 
comes first,—that we can largely 
measure our wealth by the extent of 
our possession of profound and crea- 
tive intellects. 


Before scientific discoveries can be 
put to work, means must be invented 
for so doing. Science and Invention 
react—one to the other. A discovery 
of Science is flashed to the World and 
inventive genius finds means for util- 
izing the discovery, and once it be- 
comes utilized, it leads to a further 
solving of problems and scientific dis- 
covery. The invention of the automo- 
bile aptly illustrates this principle; 
and the later stages of finished pro- 
duction are ever dependent upon the 
Scientist and the Inventor. 


The development of the automobile, 
the street car, and the railroads have 
led to a rapid change in the manner of 
utilizing Land; and developments in 
the chemical and manufacturing fields 
have raised our Standard of Living, 
have increased the amount of goods 
produced and consumed, and thereby 
has increased the ability of and the 
need for urban Lands to render in- 
creased services, all of which has led 
to an increase in the value of Land. 
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If we contrast the aggregate value 
of land in a Chinese City of one mil- 
lion people with the aggregate value 
of land in an American City of like 
population, we are immediately im- 
pressed by the fact that Land value is 
not dependent upon mere population, 
but rather upon the intensity of the 
use of Lands, and we find that these 
aggregate Land values are roughly 
proportional to the per capita produc- 
tion and consumption of goods. That 
the Labor of Science and of Invention 
are responsible for the difference, thus 
becomes obvious. 


The growth of super-provision mar- 
kets, designed so as to provide the 
greatest diversification of goods, thus 
conserving the time of the shopper, 
would be impossible without the Labor 
of Science and Invention which first 
provided the means of transportation 
of shoppers to and from the site. 


Prior to the Labor of Science which 
produced steel in structural forms, 
and computed the safe stresses to 
which it could be subjected, there were 
no centers of real value in cities for 
the reason that the services which 
Land could render were limited by the 
size of the buildings which could be 
placed upon the Land, and the sizes of 
buildings in turn were limited by the 
strength of available materials. The 
rapid growth of urban Land values in 
all of our large cities has been the re- 
sult of more intensive use of Land as 
exemplified by larger structures, made 
possible by the invention of structural 
steel, preceded by scientific discover- 
ies of the metallurgist. Thus is it seen 
that the greater the production and 
consumption of goods, and the more 
intense the use of land, the greater the 
amount which can be paid for the use 
of Land. 


In the final analysis, any value of 
Land which is in excess of values that 
exist in countries where production is 


primitive, is the outgrowth of the La- 
bors of Science and Invention. These 
profound changes in urban Land val- 
ues, caused by the Labor of Science 
and Invention, are still going on. 


Houses, and even districts, rapidly 
become obsolete; subways and elevat- 
ed railroads destroy, and create val- 
ues; and so also does the widening of 
streets, and the change of traffic arter- 
ies, and the separation of grade cross- 
ings, which are occasioned by the rap- 
id growth and use of the automobile, 
—a product of the Scientist and the 
Inventor. 


Capital as an Offspring of Nature and 
Man 


In an elementary manner, we have 
shown that the Primary Factors in 
Production are Nature and Man. As an 
offspring of these two, there arises 
that which is known as Capital. Cap- 
ital is the sum total of all economic 
goods, with the exception of land, 
used, or capable of being used, to fur- 
ther production, or to satisfy human 
wants. 


This definition of Capital divides 
wealth into two parts—first, Consump- 
tion goods (commodities possessed by 
consumers) and second, Capital goods 
(used for further production) such as, 


1. permanent improvements to land such 
as sidewalks, pavement, sewers, etc., 


2. factory buildings, barns, office build- 
ings, rental buildings, etc., 


3. machinery and tools, rolling stock of 
railroads, etc., 


4. raw and auxiliary materials of pro- 
duction, 


5. stocks of goods for sale, 
6. money. 


Consumption Goods are those pos- 
sessed by consumers and in their hands 
for the purpose of present, near pres- 
ent, or continuing consumption; they 
thereby yield their utility directly and 
quickly, while Production Goods yield 
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their utility indirectly and slowly. The 
difference between a Consumption and 
a Production Good is merely a matter 
of time and degree as both are means 
to want satisfaction, sooner or later. 
Groceries in the hands of the consum- 
er, which are Consumption Goods, 
yield their utility quickly, that is,— 
they are consumed in a short space of 
time; contrarily, an office building 
yields its utility slowly, i. e., it may 
last for fifty years. 


A residence used by the owner for 
the satisfaction of his own wants is a 
Consumption Good, while if rented to 
another becomes a Production Good. 


Fixed and Circulating Capital 


Capital is often spoken of as being 
either Fixed or Circulating. In indus- 
trial production, Capital generally 
starts the cycle as a series of money, 
the first step being the purchase of 
Land, structure, machinery, and raw 
materials; the second is the transfor- 
mation of raw materials into finished 
products; the third is the exchange of 
the finished product for money. The 
money and the cycle is repeated. This 
rotation of Capital from money to fin- 
ished product and back again is called 
its turnover, and the time of turnover 
varies with different branches of in- 
dustry. It is this relationship which 
Capital Goods bears to the cycle of 
production that has led to the distinc- 
tion between Fixed and Circulating 
Capital. In general manufacturing, if 
the cyclical period be one year, we 
would class raw materials as Circulat- 
ing Capital, and the machinery and 
buildings as Fixed Capital. This differ- 
ence must be constantly held in mind. 


Coal or oil for heating an office 


building, cleaning supplies, light 
globes, etc., and money reserved for 
labor, taxes, insurance, etc., are Circu- 
lating Capital while the more perma- 
nent parts of the building such as the 
structure, furnishings, etc., are Fixed 


Capital. The need for the difference 
between Fixed and Circulating Capita] 
becomes clear when we consider that 
interest must be charged on Circulat- 
ing Capital as well as on Fixed Cap. 
ital, even though the Circulating Cap- 
ital is not a part of the real estate. If, 
at the time of a valuation, the amount 
of necessary Circulating Capital be be- 
low that amount necessary properly to 
service the property, we would over- 
value the property. 


In this respect it is necessary for the 
appraiser to make an estimate of the 
amount of Circulating Capital neces- 
sary for the normal operation of a 
property or business, and to charge a 
justifiable rate of interest thereon, 
which is set up as an expense of the 
property. If this is not done, i. e., a 
proper charge is not made for the use 
of Circulating Capital, then the prop- 
erty will show an excess of earnings, 
which Capitalized reflects a greater 
value for the realty than actually ex- 
ists. A stock of linen in a hotel organ- 
ization may cost $10,000 and may have 
yielded one-half of its utility, thus re- 
ducing its value correspondingly, and 
unless $5,000 be set up for the amount 
of such Circulating Capital, the prop- 
erty might be overvalued by many 
thousands of dollars. The quantity of 
Circulating Capital varies for differ- 
ent properties and different types of 
business and should always be taken 
into consideration, if it is of an appre- 
ciable amount. Thus is seen one of the 
necessities for distinguishing between 
these two forms of capital. 


Organization as Coordination 


In the discussions of Nature, Man, 
and Capital, and their respective parts 
in production, we have stressed their 
importance; it is also necessary that 
their interdependence be fully recog- 
nized if we are to arrive at a clear un- 
derstanding of appraisal procedure. 
Either Land or Capital may be unpro- 
ductive, considered separately; simi- 
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larly, they might be unproductive 
when combined, unless Organization 
(e. g., management) enters the pic- 
ture and furnishes means whereby they 
are coordinated for effective produc- 
tion. Viewed in this light, Organiza- 
tion appears as an arrangement of 
Land, Labor, and Capital, for the pur- 
pose of producing commodities or 
rendering services. Every business con- 
cern is such an arrangement, and all 
such arrangements involve,—first a 
plan of arrangement; second, special- 
ized parts; third, a form of manage- 
ment control; and fourth, a common 
end or purpose. In an apartment house, 
there is first an arrangement of Land 
and Building, Labor and Manage- 
ment; second, a_ specialization of 
tasks,—the Land furnishes foundation 
and area,—the building furnishes 
shelter; third, control is centralized in 
owner or manager; and all four of 
these factors work to a common end, 
i. e., the production and sale of space 
and services. 


The Costs of Organization 


Where Organization enters to ren- 
der productive the arrangements of 
Land, Labor, and Capital,—of neces- 
sity it must pay the costs involved in 
their use in order that effective co- 
ordination be had and be maintained. 
The payment of taxes, insurance, spe- 
cial assessments, laundry, electricity, 
water, gas, garbage disposal, etc., are 
some of the costs involved when the 
other productive factors are coordinat- 
ed for effective production; and all 
costs which arise in rendering effec- 
tive the production of Labor, Capital, 
and Land, are properly considered as 
Costs of Organization. 


Utility and Scarcity as Factors 


The value of any factor in produc- 
tion is determined by how much it 
adds to the Joint Product, over and 
above the costs of its use; and it fol- 
lows that the appraiser should have a 


clear concept of what determines such 
costs, and hence the supply price of 
the productive factors. To this end, 
the costs of Labor, Capital and Organ- 
ization will be covered in a general, 
yet fundamental sense. It will be 
shown that the value of any factor in 
Production is determined by its pro- 
ductivity, in so far as value to the user 
of the productive factors is concerned. 
On the other hand, we find that as re- 
gards products of industry, cost enters 
as a secondary cause governing Scarc- 
ity. The two fundamental causes of 
values are Utility and Scarcity. Then, 
cost influences Value on the Scarcity 
side, and Utility on the Demand side. 
In the coming discussion of the Doc- 
trine of Contribution, we will examine 
Utility operating on the Demand side. 
The same reasoning is true of our ex- 
amination of the other productive fac- 
tors. For this reason, we will turn to an 
examination of causes which operate 
on the Supply side—bearing in mind 


that the exchange value of the produc- 
tive factors, (wages, profits, interest, 
and rent) are governed by Scarcity 
and Cost, as much as by Utility and 
Productivity. 


Wages, Rent, and Interest 


That share of the Joint Product giv- 
en to Mankind for Labor is known as 
Wages, and in the final analysis, wag- 
es are paid for the personal services of 
Mankind; Rent is paid for the use of 
Land and Natural Resources; and In- 
terest is paid for the use of Capital. In 
each case, what is really paid for is 
productive power, and in the case of 
Land, or of Capital, or of Organiza- 
tion, the value of the productive pow- 
ers of these respective factors can be 
separated. It makes little difference to 
the owner of Capital whether it be 
used in an office building, in a public 
improvement or in an industry, if it is 
believed to be safe. However, to La- 
bor, it may make a great deal of dif- 
ference whether it be employed in an 
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office building, at an oil well, or in a 
sewer. 


Types of Wages 


Labor is highly perishable while 
land and capital are not. It must also 
be recognized that Labor and its own- 
er cannot be separated, and that the 
manner of employment becomes of 
great moment. In considering the wag- 
es paid for Labor we must make a 
sharp differentiation in terms. A “nom- 
inal’ wage of $10 a day might only be 
an “actual” wage of $5 per day, if the 
man is employed but half time. Also 
we must draw a sharp distinction be- 
tween “money” wages and “real” 
wages. The amount of “money” that 
Labor receives is the “money” wages; 
the amount of commodities his money 
will buy is the “‘real’’ wage. The lat- 
ter, i. e., the “real” wage is the factor 
of greater moment but unfortunately 
is obscured by careless speech and 
thinking. 


Labor—Factors on the Supply Side 


It is axiomatic that an increase in 
population will increase the Labor 
power of a country, and that the nat- 
ural tendency of population is to in- 
crease in geometric ratio, such as 1, 2, 
4, 8, etc., while the food supply tends 
to increase in arithmetic ratio such as 
1, 2, 3, 4, ete. Population always 
treads upon the heels of production, 
and each additional increase of food 
wrested from the soil is gained at a 
more than proportionate expenditure 
of energy. There are two checks 
against the natural tendency of popu- 
lation increase as follows: 


1. the moral check, which reduces 
the birth rate; and/or contraception; 
and 


2. the positive checks of War, Fam- 
ine, and Disease. 


The moral check is widely used in 
those countries where the people are 


highly educated, such as England, 
France, Germany, and the United 
States; but they are not used to any 
great extent in those countries where 
the people have remained in compara- 
tive ignorance. This check has allowed 
the above countries to place their pop- 
ulation beyond the claws of famine, 
and to increase their production, 
wealth, knowledge, and Standard of 
Living. The positive checks to popula. 
tion growth, i. e., War, Famine, and 
Disease, operate mostly in those coun- 
tries such as China, India, and others 
where the pressure of population 
against the means of subsistence leaves 
but little time for the advancement of 
knowledge, or the accumulation of 
capital to be used in further produc- 
tion. 


The situation in the latter countries 
is generally further complicated by re- 
ligious beliefs which seems to render 
it more glorious to be hungry, dis- 
eased and ignorant, than to be well 
fed, healthy and educated. Such pres- 
sure against the means of subsistence, 
as exemplified in these backward 
countries, invariably leads to revolu- 
tion, warfare, and disease; and in 
China in a single season, millions may 
die of typhus or cholera when crops 
fail; and misery stalks the land. 


In the more advanced countries in 
the World, where the birth rate is con- 
trolled, we find that the demand for 
Labor increases more rapidly than the 
supply, as a long time process. When 
the population increases but slowly, 
and the per capita production of goods 
increases rapidly, real wages and the 
Standard of Living increase rapidly. If 
the per capita production of goods 
should increase forty per cent in a 
decade, then normally about 96 per 
cent of such increase goes to Labor, 
thereby tending to increase the “real” 
wages of Labor, and holding down the 
proportion which would accrue to 
Land, or Natural Resources. The fact 
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that the limiting of population and 
the growth of capital production 
tends to hold down the proportion of 
the Joint Product accruing to Land for 
its part in production, does not mean 
that a rise in the value of Land is 
thereby precluded for, as it has been 
previously seen, the value of Land 
tends to increase as it performs great- 
er services, that is, as its use becomes 
more intensive, due to the amount of 
commodities and services it creates, 
distributes, or renders. 


Labor—Factors on the Demand Side 


The value of Labor is influenced by 
both material things and mental forc- 
es. To analyze these factors in detail 
would be a lengthy task, and for this 
reason ohly the simplest factors of 
Supply and Demand will be consid- 
ered. The Demand for Labor arises 
from the demand for the products pro- 
duced by the aid of Labor. An increase 
in the demand for products of indus- 
try will create a demand for workmen, 
and this tends to raise wages. Also, it 
must be constantly borne in mind that 
increased knowledge tends to add to 
both the efficiency and productivity of 
labor, and so also does the use of pow- 
er in industry. In the long run, power 
machinery and Labor tends to raise 
the real costs of wages by reducing 
the costs of commodities and by in- 
creasing the productiveness of Labor, 
and hence its price, and by increasing 
consumption and demand for Labor’s 
product and thereby ultimately in- 
creasing the demand for Labor itself. 
Over long periods of time, as the pro- 
ductiveness of Labor increases, the 
other factors in production receive a 
lesser percentage of the gross income 
while Labor receive more and more. 
This is true only in those forward 
countries where the population in- 
creases at a rate less rapid than the 
increase in production. 


Wages Determined by Productivity 


An income producing property con- 
structed in 1900 may have had ten per 
cent of the gross income imputable to 
Labor for the part it plays in the pro- 
duction of services; today, even though 
value of the gross income may not 
have changed (i. e., its purchasing 
power), the cost of labor, i. e., real 
wages, has more than doubled, while 
the returns to the other factors in pro- 
duction has diminished, if expressed 
in percentages. The past thirty years 
discloses the fact that Labor—real 
wages—increased about forty per cent 
per decade, and this tendency should 
be taken into consideration when esti- 
mating future operating costs and 
computing future net incomes. 


In conclusion, the price of “real” 
wages of Labor tends to be set by its 
productivity, which in turn is con- 
trolled by education, through the use 
of power machinery in industry, and 
by contraception and the natural pop- 
ulation checks which influence the ra- 
tio between productivity and popula- 
tion. 


Capital Cost—What It Is 


Interest is that part of the gross in- 
come imputable to Capital for the part 
it plays in production. Capital is not 
furnished free, like many of Nature’s 
goods, but is brought into existence by 
labor and saving, and can be consid- 
ered as the conserved energy of man- 
kind. Therefore, some stimulus is nec- 
essary in order that saving insure an 
adequate supply of Capital, and to 
cause owners of Capital to abstain 
from its use, and to loan it to others. 
In the final analysis, capital has value 
for the same reason that other goods 
have value, i. e., Scarcity on the one 
hand and Utility on the other. The 
price of Capital, that is,—the rate of 
Interest, is determined by the Supply 
of and the Demand for it, similar to 
other forms of wealth. 
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Capital Costs—How Influenced 


At any moment in time, the supply 
of loanable capital is the difference 
between what has been produced and 
consumed, and not yet employed. For 
example, if our yearly production was 
200 billion dollars and our consump- 
tion was 190 billion, then the differ- 
ence of 10 billion dollars (if not yet 
employed) would represent the 
amount of new capital created and 
available for loans. 


Any increase in the quantity of 
money, or of credit, would lead to 
higher price levels, while a decrease 
would lead to lower price levels, and 
it is mostly by reason of the effects of 
rising or falling price levels on the 
supply side of, and demand side for 
capital which sets the Interest rate. A 
period of rising prices stimulates pro- 
duction and consumption, increases 
the demand for capital, raises the In- 
terest rate and brings about a greater 
sum of loanable capital; conversely, 
falling prices have the opposite effects, 
i. e., depress production and consump- 
tion, lessen the demand for capital, 
lower the Interest rate and lower the 
quantity of capital brought into exis- 
tence by saving. Thus is it seen that 
the price of capital,—Interest, is not 
dependent upon the available quanti- 
ty, but rather upon the relationship 
existing between its quantity and the 
demand for it. 


Capital Costs—How Set 


At this point we will consider how 
interest rates are set—in a qualitative 
sense, and a more exhaustive treat- 
ment will be accorded the subject lat- 
er on. In general, the rate of Interest 
is determined—on the one side by the 
productivity of capital goods, and on 


¢ 


e 


the other by the cost of saving and 
sacrifices. When the supply of capita] 
exceeds the demand for it, Interest 
rates will fall, sometimes as low as one 
per cent, as in England during the lat- 
ter part of the 19th century. 


We have seen that the use of ma- 
chinery and the extension of knowl- 
edge in industry creates a Demand for 
capital, and the supply of capital 
tends to set the rate of Interest, on the 
supply side of the question. At a two 
per cent interest rate, some little cap- 
ital would be saved, at a four per cent 
rate there would be a greater saving, 
while an eight per cent rate would in- 
duce a still greater saving, thus creat- 
ing a greater Supply of capital. On the 
Demand side of capital, the rate is set 
by the least profitable use to which the 
capital can be dedicated. If the inter- 
est rate were eight per cent, a few 
would borrow and many would lend; 
at six per cent, the borrowers and 
lenders might tend to equalize, while 
at four per cent there would appear 
more borrowers than lenders. Thus 
the rate of Interest appears at the 
point of equilibrium between the sup- 
pliers of capital and the users of cap- 
ital. If the Interest rate should in- 
crease, then the supply of capital 
would increase because of the in- 
creased incentive to save, and at the 
same time the demand would dimin- 
ish. Should the interest rate fall be- 
low the point of equilibrium, saving 
would be discouraged, enterprise stim- 
ulated and the rate would again tend 
to increase. In the final analysis, Inter- 
est is the price paid for a loan or use 
of wealth, which price is set—on the 
one side by marginal costs, and on the 
other by marginal utility. 


(To be continued.) 
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Regaining Confidence Of American 
Investors 


By WILLIAM W. Butts, M. A. I. 


MERICAN investors have lost con- 
A fidence in real estate invest- 
ments. In this convention city 
alone it is reported that several bil- 
lion dollars have been lost outright. 
Real estate may not be alone in this 
regard, it is true. Railroads, indus- 
trials, public utilities, and other fields 
of investment have also suffered as 
much and, in many cases, far more 
than real estate. 
However, that does 


something in spite of vacancies, brok- 
en leases, and unpaid rents. 


On the other hand, fixed charges 
are nearly the same as five years ago. 
Taxes are only now being gradually 
reduced. Interest is at boom time rates. 
Insurance is higher. Special assess- 
ments for municipal improvements are 
still with us. Fortunately operating ex- 
penses have re- 
sponded to present 





not relieve the 
Realtor and the 
real estate ap- 
praiser. 

Our clients have 
lost money, lots of 
it. They are suffer- 
ing as a_ conse- 
quence. They 
blame us regard- 
less of blame. The 
innocent always 
suffer with the 
guilty and mostly 
on account of them. 


ident is desired. 





This paper by Mr. Butts touches 
on an important phase of the ap- 
praisal business. It calls attention 
to the feeling that many have as to 
the importance of architectural, 
construction, management, and en- 
gineering experience as well as real 
estate experience for proper valua- 
tion of real estate. This Institute 
has a committee headed by A. C. 
Houghton, M. A.1., of Washington, 
D. C., which is carrying on discus- 
sions with various other interests. 
An expression of opinion from the 
membership addressed to the Pres- 


— Philip W. Kniskern. 


prices, but reduced 
gross income is in- 
adequate in hun- 
dreds of office 
buildings, apart- 
ments and hotels. 
Residential prop- 
erties are only 
somewhat better 
off. Many home 
owners have lost 
their invested in- 
come, their jobs, 
and their homes. 
Boom time prices 








Our former custo- 
mers point the fin- 
ger of scorn at us. They say we misled 
them. They claim they bought real es- 
tate, real estate mortgages, and mort- 
gage bonds because we recommended 
them. They dig up the old circulars 
with our appraisals and estimated 
earnings. They have the goods on us, 
that we must admit only in too many 
instances. 


We may reply real estate will come 
back. We know it will. It always has 
and it will again. We know land and 
good improvements in the right loca- 
tion do not melt or run away. It is still 
there. It has not vanished. It is earning 


are now too far be- 
low normal. The 
government has been compelled to 
come to the rescue. The Home Loan 
Banks and still newer Home Loan 
funds are trying to serve as stop-gaps. 
But in many instances only too late. 
Building and Loan Companies, banks, 
and insurance companies have done 
what they can, but their ability to wait 
for repayments is limited also. 


Enough of the sad picture. If we 
would be honest with ourselves now, 
we are not solely to blame any more 


This paper was presented at a meeting of the In- 
stitute in the Stevens Hotel, Chicago, on June 14, 1938, 
by Clarence C. Lang of St. Louis.—Editor. 
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than those who promoted the proper- 
ties and painted the fancy pictures. 
People are as over pessimistic today as 
they were optimistic a few years ago. 
On the other hand, we must admit 
many real estate men and certain so- 
called real estate appraisers are far 
from being blameless. Many of us 
know, and knew in the “good old boom 
days”, of too many ‘“‘curbstone” and 
“site unseen” so-called appraisals. I 
fear many mere telephone conversa- 
tions were the basis of appraisals, 
which “checked” each other only too 
closely. 


On the other hand, you members, 
and I know of many, many instances 
of painstaking efforts to get all avail- 
able facts, make fair comparisons, sur- 
vey the neighborhood, obtain costs and 
really produce as nearly sound ap- 
praisals as men of experience and in- 
tegrity could humanly do. We all 
know that to err is human, and it is to 
minimize just such errors that this In- 
stitute was initiated. 


This Institute has made a good 
start, is gradually accumulating the 
right kind of members, developing the 
right kind of policies, and is doing a 
worthwhile job. I am glad to pay my 
compliments to President Kniskern 
and Secretary Nelson for their contin- 
uous fair guidance. They are securing 
national commendation for us. 


On the other hand, we must be frank 
enough to realize that others besides 
Realtors believe they are equally cap- 
able and experienced to make apprais- 
als, particularly of buildings and con- 
struction projects. 


The architects all over the country are ap- 
praising buildings, and point out the fact that 
poorly designed buildings with inefficent floor 
arrangement, improper location of elevator 
and other facilities, as well as waste of floor 
and window space are being appraised on cost 
or cubic content basis. Such procedure is dis- 
criminating against buildings better and more 
efficiently designed. They call attention to the 
fact that merely because a building is large 


and is appraised on its size, does not neces- 
sarily justify itself; because a building more 
properly designed might serve the same pur- 
poses with considerably less volume. 


Civil engineers are appraising buildings 
and structures and call special attention to 
substruction and foundation problems, struc- 
tural design, floor loading, and other struc- 
tural engineering features. Mechanical engi- 
neers are likewise making appraisals and 
point to the adequacy and efficiency of me- 
chanical equipment including heating, eleva- 
tors, lighting, plumbing, and the more modern 
problem of air conditioning. They also call at- 
tention to the fact that in apartments, office 
buildings, and hotels the mechanical costs may 
equal as much as one-third of the total, and 
the efficiency of the whole structure is de- 
pendent upon mechanical appliances. 


City Planning Engineers are making ap- 
praisals. They accentuate the “location fac- 
tors”. They point out, and very properly so, 
that a project might be adequately appraised 
and yet be in the wrong part of the town. In 
such a case, even if it earned satisfactorily for 
a short period of time, it would very soon find 
itself in the wrong neighborhood. They call 
attention to zoning, environs, transit and 
transportation facilities, street widening, and 
other planning programs. 


General contractors are making appraisals. 
They build buildings and, therefore, know the 
actual construction costs. They know how to 
make quantity surveys of all items in the 
structure and know what to include in the 
final determining of either the original or 
estimated cost of reproduction. As builders 
they know the quality of buildings and the 
condition of any particular structure at a 
given time and place. 


Financial people are making appraisals. 
Mortgage investment bankers and _ fiscal 
agents of all kinds contend that they know 
the values of securities and the market there- 
for. They presume to know the cost of ob- 
taining money, the trend of interest rates, 
and the best method of financing. 


Building Managers are making appraisals. 
They are sure the way to make appraisals is 
on earning power, that regardless of location 
of land and structure if it does not earn suffi- 
cient to meet operating expenses, maintenance 
costs, interest payments and amortization, 
and have a profit remaining, the project is a 
failure and should never have been started. 


If we wish to be recognized in this 
appraisal field, we must be equally 
frank to recognize the merits and abil- 
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ity of others. In truth, no single ele- 
ment of construction, real estate, or fi- 
nancial groups can justly claim suffi- 
cient universal knowledge and experi- 
ence to make a complete fair apprais- 
al of not only the value of land and 
structure, but the use or income fac- 
tors pertaining thereto. 


In order to create the structure or- 
, iginally, it took Realtors, constructors, 
financial agents, and managers to put 
the building on the map. The claim is 
made by each of these groups, there- 
fore, that they should participate in 
the appraisal of such an enterprise. It 
would seem that there is merit in this 
contention and that we should cooper- 
ate with them. - 


No reliable member of the real es- 
tate, construction, or financial groups 
can reasonably condone careless, 
biased, or unsound appraisals. Ap- 
praising is recognized as an essential 
investigation of the various factors in- 
volved in a transaction having to do 
with land or improvements erected up- 
on it. 


With these various and divergent 
people and view-points working out 
related appraisal programs we face 
the hazard of getting the public all 
tangled up regarding the type and val- 
ue of appraisals and also hazard the 
chances of getting the appraisers 
themselves into disrepute. 


Mark Twain once said “everybody 
talked about the weather, but no one 
ever did anything about it.” A fellow- 
townsman of mine, A. P. Greensfelder, 
Past President of the Associated Gen- 
eral Contractors of America, recently 
decided to do something about this sit- 
uation. I will vouch for his integrity, 
unselfishness, and vision because I 
have cooperated with him on this mat- 
ter and on various civic matters for a 
humber of years. 


He called a small informal luncheon 
in St. Louis about a month ago of rep- 


resentatives of these various national 
groups and suggested that the way to 
obtain sound appraisals was to pro- 
ceed along sound lines with sound- 
minded people and prepare a general 
form of a comprehensive consclidated 
appraisal. 


This little group did roughly outline 
such a form. This form was submitted 
at a larger meeting recently called in 
Washington of national members of 
the various national associations which 
was unofficially held at the headquar- 
ters of the Chamber of Commerce of 
the United States who offered their 
neutral facilities for the use of this un- 
official group. This Washington meet- 
ing included in addition to A. C. 
Houghton of Washington, D. C., mem- 
ber of our Institute, a President and 
two recent Past Presidents of the Na- 
tional Association of Building Owners 
and Managers; the President of the 
American Institute of Architects; the 
President of the Associated General 
Contractors of America; a member of 
the American Society of Civil Engi- 
neers; a member of the Society of Me- 
chanical Engineers; A. J. Mertzke, 
Economist of the Federal Home Loan 
Bank Board; and F. §S. Fitzpatrick, 
Manager of the Civic Development 
Department of the Chamber of Com- 
merce of the United States. 


This group unanimously agreed on 
two things; first, See that appraising 
was recognized in the Securities Act 
of 1933, known as H. R. 5480 which 
was then being acted upon by Con- 
gress; and secondly, to invite the Pres- 
idents of the various national associa- 
tions, interested in appraisals and ap- 
praising problems, to appoint a repre- 
sentative and alternate to represent 
each respective association at a joint 
conference on appraisal practices. 


Relative to the first matter, they 
found that the Securities Act of 1933 
which has since been signed by the 
President and becomes a law: 
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In Section 7—‘Information Required in 
Registered Statement’”—mentions appraisers 
‘“‘as any person whose profession gives author- 
ity to a statement made by him or is named 
as having prepared or certified a report or 
valuation.” 


Section 8 (d) calls attention “to any un- 
true statement of a material fact or omission 
to state any material fact’’. 


Section 10 (3) refers to prospectus and 
rules and regulations required therefor. 


Section 11 (a) (4) refers to accountant, 
engineer, or appraiser, or any person whose 
profession gives authority to any statement 
made by him or as having prepared or certi- 
fied any report or valuation which is used in 
connection with the registration statement in 
connection therewith. 


Section 19 (a) gives the Federal Trade 
Commission among other things the authority 
“to prescribe the form or forms in which re- 
quired information shall be set forth in the 
appraisal or valuation of assets or liabilities, 
in the determination of depreciation and de- 
pletion in the differentiation of recurring and 
non-recurring income, in the: differentiation 
of investment and operating income”. 


Schedule A (21) of the Act requires that 
the purchase price of any property be stated. 


All of this would indicate that ap- 
praising is not only recognized in the 
Act, but that only statements telling 
the truth, the whole truth and nothing 
but the truth by competent authorities 
will be tolerated, in connection with 
securities transmitted or sold in inter- 
state commerce. 


I understand that this group also 
very highly commended the technical 
research work and advance programs 
of our Institute and wished our Insti- 
tute to know that they do not desire 
in any way to interfere with the work 
of the Institute, but merely to strength- 
en and broaden appraisal practices 
and consolidate the activities of the 
various national groups and to unify 
their programs so far as practical and 
thus expedite the return of American 
confidence in real estate investment 
securities. 


This group also desires members of 
each National Association to realize 
that any person is at full liberty to em- 
ploy any party in whom he has confi- 
dence to furnish the final Certificate 
of Appraisal. The person so selected 
would agree to call in and “captain” 
as it were, members of the various oth- 
er professions whom he might select 
to determine the various factors in 
which they were respectively experi- 
enced and to whose statements as sub- 
mitted, they would be willing to sign 
their own names. 


Such procedure would leave mem- 
bers of our Institute as free to solicit 
business as they now are, but in order 
to obtain complete information, effect 
a consolidated report, and thus pro- 
duce a comprehensive appraisal, we 
must recognize what the Courts are 
recognizing, namely, that appraisers 
should properly take into considera- 
tion three basic tests of values which 
are, Cost of Construction, Market 
Prices, and Earning Capacity upon 
which to determine the final figures. 


Various national associations are 
studying and subscribing to other mat- 
ters of vital interest to appraisers. The 
construction group has already draft- 
ed a uniform act for state legislation 
to license building appraisers pat- 
terned after similar law relative to 
certified public accountants. 


Other problems include the setting 
up of Appraisal Bureaus in the large 
metropolitan centers from which 
could be drawn various appraising 
talent for particular projects. Another 
group envisioned the possibility of re- 
quiring “Permits of Necessity or Con- 
venience” for construction projects for 
which subscriptions are to be collect- 
ed from the public, similarly to the re- 
quirements of public utilities in most 
of our states. 


In view of the various phases of the 
whole appraising problems it would 
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seem appropriate and wise for our In- 
stitute to express its willingness to co- 
operate with other national groups in 
all matters affecting appraisal prob- 
lems and practices and I will therefore 
urge that our President be authorized 
to delegate representatives from our 
Institute to meet with other delegates 
similarly selected, and acquaint each 
other with the work of their respective 
national associations, avoid duplica- 
tion of efforts and prevent conflicting 
actions, wherever possible. A suggest- 


ed program for such a joint confer- 
ence to my mind would be something 
like the following: 


1. Prepare a statement as to just what 
constitutes a Comprehensive Appraisal; 


2. Prepare a standardized form of Ap- 
praisal; 


3. Outline a program of procedure for 
making appraisals; 

4. A uniform law for Certified Building 
Appraisers; 


5. Certificates of Necessity or Conveni- 
ence. 


Percentage of Cities Reporting Higher, Same or Lower Rentals of Central and 


Outlying Business Property as Compared with Same Date, 1932 


Section and Size of City 
Totals for United States and Canada 
New England 
Middle Atlantic 
South Atlantic 
East North Central 
West North Central 
East South Central 
West South Central 
Mountain 
Pacific 
Canada 


Over 500,000 

200,000 to 500,000: 

100,000 to 200,000 

25,000 to 100,000 

Under 25,000 

District and County Boards 


Higher Same Lower 


Central Outlying 

Higher Same Lower 
30 69 2 14 84 
38 62 cans 20 80 
20 77 9 89 
26 70 7 13 80 
28 72 7 91 
33 67 rs 11 89 
17 83 ine 33 67 
36 64 27 67 
25 75 sels 25 75 
46 54 cae 20 80 


co 89 a“ 10 90 
20 80 16 79 
24 76 ron 10 90 
31 69 3 10 87 
40 56 25 73 
28 72 ons 10 90 


—from Semi-Annual Survey, National Association of Real Estate Boards, July 23, 1933. 





The Realtor Appraiser’s Great 
Opportunity 


By IvAN A. THORSON, M. A. I. 


ity, and still perhaps the one we 


R ‘is. estate is our oldest commod- 
know least about. 


In its raw state it was handed us by 
nature as her gift,—as such we paid 
not a cent for it nor expended an 
ounce of energy to produce it. Land 
was here when man first came on the 
scene. 


Ricardo and other early English 
economists persisted in claiming that 
land did not belong in the category of 
economic goods, although he had a 
hard time to explain what became of 
the expenditure of labor and capital 
on land to make it utilizable (still the 
Ricardian Rent Theory is in many re- 


spects basic. Urban land, however, was 
not much of a problem in Ricardo’s 
time). 


Whatever our theory may be in re- 
gard to land, whether it belongs in the 
category of economic goods or is sim- 
ply nature’s gift, to the first settlers 
in this country and to those who 
trekked westward later on, land was 
nature’s gift pure and simple; it could 
be had for the taking. 


The fact that land originally cost 
nothing, had no production cost, may 
account in a measure for our disposi- 
tion to designate the selling price as 
the cost as well as the value of land. 
It took us some time to discover that 
the value we attempt to calculate in 
a real estate appraisal is not the “mar- 
ket value” of the economist. We still 
seem to have difficulty in separating 
production cost of a thing from the 
price some one may have paid for the 
thing. 


With the machine age came cities. 


Man power was transferred from 
farms to city factories. The factories 
returned to the farms machines which 
ploughed deeper, cultivated better, 
reaped and threshed much more thor- 
oughly, and did so with very little ex- 
penditure of man and animal power. 
A greater production by far of farm 
products resulted. 


Use Value and Speculative Value 


Whatever it may have done to bring 
our present dilemma,this rapid growth 
of cities stimulated tremendously real 
estate activity, and while real estate 
previously had been dealt in both as 
a speculative item and as an invest- 
ment, the selling and buying of real 
estate had been more or less of a hap- 
hazard affair, dabbled in by most any- 
one as a means of turning a penny. 
Up to this time the usual thing was 
for the manufacturer or merchant, 
whose business was rapidly expand- 
ing, to seek the owner of the land 
which he needed, and to dicker with 
him for the best price obtainable. It 
should be noted that land was mostly 
acquired for specific uses at this stage. 


The merchants and _ industrialists 
were busy men those days, making 
and selling new things which men had 
long wished for and needed. So they 
were inclined to delegate the function 
of haggling for needed real estate to 
middle-men, usually their lawyers. 


Opportunities for profit and specu- 
lation multiplied. Land which had 
cost the owners practically nothing 
was sold for large sums. A new type 
of middle-men arose who, acting on 


This paper was presented at a meeting of the Insti- 
tute in the Stevens Hotel, Chicago, June 14, 1933.—Ed. 
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their own accord, entered the busi- 
ness of buying and selling real estate. 
They would induce land owners to 
part with their holdings to speculators 
who hoped to resell at a profit to those 
who had use for the land. 


These speculators did not always 
find users to whom they could resell 
their purchases, so the middle-men, or 
brokers, conceived the idea of induc- 
ing a second set of speculators to buy 
from the first speculators, and thus a 
property would change hands a dozen 
times, not a single purchaser having 
any idea of putting it to use. 


Naturally, under such a _ system, 
land values came largely to be based 
on resale possibilities, or on hypo- 
thetical uses which often never mate- 
rialized. 


If prices were out of line with these 
hypothetical uses, this would soon be 
remedied by the fact that there was a 
constant increase in the influx of peo- 
ple to the city, and a rapid and steady 
expansion of industries. It was like a 
young tree which was designated as 
being three feet in height, when in 
fact it was only one foot high. A few 
years later the guesser of the height of 
the tree would point to it and proudly 
commend his own vision, as the tree 
would then be four feet high. 


This went on merrily with compara- 
tively few casualties, so long as popu- 
lation and industry were rapidly ex- 
panding. 


Control Shifts to Money 


For the huge enterprises, which 
sprang up, whether sound develop- 
ments or of a speculative nature, great 
sums were needed. Individuals and 
organizations commanding large sums 
of money were visibly peeved at see- 
ing industry and brokers fatten on 
speculative profits. Why couldn’t they 
participate? So we find the forming 
of bank affiliates and other organiza- 


tions whose purpose it was to under- 
write various real estate undertakings, 
many of them highly speculative. 
This was all right so long as they used 
their own money, but speculating with 
the life savings of others proved more 
or less disastrous. 


Money now took charge and has 
held the reins until recently, when it 
collapsed on us very dramatically. 


Because of the great industrial ac- 
tivity and the general prosperity of 
the country, accumulations of money 
and credits resulted far in excess of 
what was needed for the purchase of 
consumption goods, that is, for the 
normal requirements of our every day 
needs. 


The surplus had to be invested 
somewhere. It found investment in 
capital goods,—that is, in more build- 
ings, more machinery, more land. We 
were apparently assuming a continued 
influx of men and industries to the 
cities. Some of the surplus money 
also went abroad as foreign loans to 
finance production machinery, the 
output of which is now competing 
with our own goods. The belief that 
there could be no plethora of either 
capital or consumption goods was 
fanned by the old classic economy 
that men’s wants could never be satis- 
fied and there could be no such thing 
as overproduction. 


Capital Goods and Unemployment 


In the meantime, men aided by ma- 
chinery, became increasingly efficient. 
Government statistics show that while 
the value of the manufactured output 
during the years from 1909 to 1929 
increased by over 20 billions of dol- 
lars, the wages increased less than 12 
billions, and the number of actual jobs 
remained about the same. Land also 
increased in efficiency—farm land 
produced more, and buildings of in- 
creasing heights were erected in the 
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cities. Besides, rapid transportation 
brought outlying districts closer in. 


Still the classic economist may be 
theoretically correct when he says 
there can be no overproduction. The 
wage earners and the farmers will an- 
swer that if they are given sufficient 
wages and prices for their products 
they will see to it that there is no 
overproduction. It has been a char- 
acteristic of our classic economists to 
assume ideal and unchanging condi- 
tions,—a _ situation which unfortu- 
nately does not exist. Whether or not 
overproduction is possible, so far as 
consumption goods are concerned, we 
shall leave to the economists to strug- 
gle with. That there has been over- 
production of capital goods, on the 
other hand, there can be little ques- 
tion. Whenever in prosperous times 
there are abnormal vacancies in mul- 
tiple dwellings and in office buildings; 
when warehouses are half filled and 
a large part of the plant equipment 
lies idle, we can arrive at only one 
conclusion, that is, that there is over- 
production of these capital invest- 
ments. The disastrous effect of the 
overproduction of capital goods, and 
particularly of automatic machinery, 
was the creation of unemployment as 
noted above. When making this state- 
ment I fully realize that violent excep- 
tion will be taken by the now thinning 
ranks of the orthodox economists. But, 
as Dr. Samuel Johnson said, “Experi- 
ence becomes the test of truth and is 
perpetually contradicting the theories 
of men.” 


Speculative Selling Needs Rising 
Markets 


Speculation thrives on a rising mar- 
ket. As the buying and selling of land 
has been largely on a speculative basis, 
a rising market has so far always 
brought with it a brisk real estate 
market at constantly rising price 
levels. Rarely was the question, 


“How much will this property yield?” 
but, ‘‘What can it be resold for?” 


In a falling market speculative sel]- 
ing of real estate all but ceases. As 
was expected, therefore, real estate 
would unfailingly freeze in a falling 
market, to thaw out and resume activ- 
ity when the depression was over and 
prices generally began to rise. This 
has repeated itself with practically 
unfailing regularity during every de- 
pression and boom, so far, which has 
convinced the old-timers that now, 
that there are signs pointing to an 
emergence from our depression it will 
be only a matter of time until prices 
of real estate again will soar. They 
say that there always have been pessi- 
mists who had no faith in the revival 
of real estate, but that such pessimists 
were always discredited in the end. 


There is both truth and untruth in 
such statements. However, it is not 
a matter of pessimism or optimism, 
nor should it be a matter of faith. One 
should not make a material investment 
on faith. Blind faith is almost always 
disastrous. The man who says he has 
faith in his ability to ford a river, the 
depth of which he does not know, may 
be an optimist, but he likely will bea 
dead optimist before long. Knowl- 
edge alone is the true basis of opti- 
mism. 


However, several things have hap- 
pened during the last twenty or thirty 
years which are changing the aspect 
of real estate, and which are greatly 
influencing land values, the increase 
of which admittedly depends on in- 
crease of population. The govern- 
ment passed an anti-immigration act. 
From an average of a million immi- 
grants coming into this country every 
year from 1905 to 1914, we suffered 
actual loss by emigration during 1931- 
1932 of over 230,000 (according to 
Louis L. Dublin, President American 
Statistical Association). Besides, our 
birth rate has been materially affected. 
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The immigrants believed in large 
families; the average American seems 
to have a different idea, so that, sta- 
tisticians tell us, it will be only a mat- 
ter of a short time before population 
increase will cease altogether in the 
United States. 


Furthermore, the census reports 
show, the growth of the downtown 
of practically every large city in the 
United States has come to a standstill. 
Present growth is confined to the out- 
lying districts and satellite cities. The 
automobile, rapid transportation, and 
the subdivider have tended to that. 


In our enthusiasm to supply what 
seemed an inexhaustible demand for 
industrial plants, warehouses, lofts, 
multiple dwellings, stores and office 
buildings we certainly must have 
worked under the theory that there 
could be no _ overproduction. We 
pushed forward construction projects 
with evident disregard of the fact 
that capital goods have no value ex- 
cept to the extent that they in turn 
can produce income. A great deal of 
this building was done without pre- 
liminary surveys as to the possibili- 
ties of fully utilizing the space thus 
produced. 


Intangible Things Seem Hard to Grasp 


We have learned to do the most 
astounding things; we fly through the 
air; we travel under seas; we skim 
over the surface of the earth with in- 
credible speed; we have harnessed 
the ether; we split the atom and 
weighed the sun—and still we seem 
incapable of solving the intangible 
things that have to do with the human 
equation—that is, the things of a 
sociological and economic nature. 
We excel eminently in things that 
have to do with tangible things, with 
calculable forces and reactions, and 
with mathematics; but we seem to 
blunder atrociously in trying to calcu- 
late man’s future actions around 


which our economic problems revolve. 
Our efforts in this direction seem to 
resolve themselves into attempts defi- 
nitely to measure mathematically and 
physically the products of labor, capi- 
tal, and organization, regardless of 
whether such efforts and expenditures 
have resulted in adequately creating 
useful qualities in the material things 
on which we have expended such 
labor, capital, and organization. Thus 
we have calculated the number of 
square feet in an urban lot and the 
cubic feet in an apartment or office 
building, have multiplied these by cer- 
tain monetary factors and have called 
it value. 


So long as land prices were con- 
tinually advancing, from whatever 
cause, our mistaken economics was 
not noticeable, but when things began 
to happen which had the tendency to 
force us back to fundamentals, we 
found that we have often reckoned 
without our host. An accumulation 
of ethical and economic mistakes 
throughout the world made the de- 
pression inevitable and finally over- 
took us in 1929,—by far the most 
severe in our history. According to 
Prof. Warren of Cornell (Forum, 
April, ’33), in the first three and one- 
half years of the panic of 1873, which 
up to the present depression was the 
longest and perhaps our most severe, 
lasting as it did approximately six 
years, the prices of thirty basic com- 
modities dropped 19%. In the first 
three years of this panic these same 
commodities dropped 51%. 


Nowhere is the confusion of ideas 
more apparent than in the attempts 
to assign causes of, and remedies for, 
the depression. Of course, the limita- 
tions of this paper and of this speaker 
as well, preclude any extended com- 
ments on this. However, we might 
briefly remark that through the great 
perplexing and tumultuous confusion 
of ideas, the growing conviction seems 
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to be that unemployment was in a 
large measure brought about by ex- 
cessive production capacity, manifest- 
ing itself initially in the overproduc- 
tion of capital goods, causing unem- 
ployment in that industry, which, in 
turn, spread to the industries produc- 
ing consumers’ goods, causing addi- 
tional unemployment, thus starting 
the vicious downward spiral. 


Cost of Government Soars 


In addition to the handicaps enu- 
merated, we have had a constantly 
growing cost of government, resulting 
in making fixed charges against land, 
in many instances more than the pos- 
sible net income. This has been em- 
phasized by our fluctuating dollar, 
varying in value from approximately 
55c in 1920 to $1.80 in March, 1932, 
in terms of the 1926 dollar, which 
meant that a long-term loan con- 
tracted in 1920, if payable now, would 
call for payment, in terms of purchas- 


ing power, of approximately three 
times the amount borrowed. Our rub- 
ber dollar and iron debt have played 
havoc with farm and home ownership 
especially. 


Our government, attempting to main- 
tain our dollar with a gold content of 
23.22 grains, regardless of what the 
rest of the world was doing, and re- 
gardless of the value of other com- 
modities, has sponsored the most 
colossal case of price fixing the world 
has ever seen. 


Furthermore, promising repayment 
in gold of some 150 billion dollars’ 
worth of debts, including both gov- 
ernmental and domestic, when we 
possessed only about 4 billion dollars’ 
worth of the yellow metal, was on the 
face of it a meaningless gesture. 
Which is worse, to make such a prom- 
ise, or later to repudiate it, is some- 
thing which will perhaps remain an 
open question for some time. What 
we are mainly interested in is the fact 


that our artificially high value dollar 
has had a very disastrous effect on 
real estate prices. The action of the 
fluctuating dollar is generally not un. 
derstood by those whom it most con- 
cerns. To the man on the street a 
dollar is a dollar, and he cannot un- 
derstand that if he sells his property 
for $1,000 now, which cost him $1,500 
in 1920, he is making an excellent 
profit, if the property has carried 
itself in the meantime. 


The regime of laissez faire, rugged 
individualism, is evidently in the 
process of being modified. Instead of 
less government in business, we shall 
have to expect more government in 
business, whether we like it or not. 
There is no reason to believe that real 
estate operations will be excepted. 


Trade associations are being called 
upon to help map out the new course. 
They will shoulder extremely respon- 
sible assignments. 


We sincerely hope that the National 
Association of Real Estate Boards will 
be used as a vehicle through which our 
government will attempt to work out 
the many problems confronting the 
home owner and other real estate in- 
terests. Possibly we may have tocon- 
vince the powers that be that we are 
still in the business. 


Real Estate Brokers Today 


The real estate business has gotten 
more or less out of hand during the 
past two or three years. 


The banks and Mortgage Compan- 
ies are the folks who are today doing 
the business we used to do. 


How did the banks and the Mort- 
gage Companies come to own so much 
real estate? — especially the banks, 
whom we have accused of being too 
conservative in their lending, and who, 
in the opinion of many brokers, by 
their refusal to grant adequate loans, 
have spoiled many a real estate deal? 
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Apartment house owners, as well as 
owners of other types of real estate, 
tell us that banks and Mortgage Com- 
panies are also ruining their business 
by quoting rental rates far below an 
owner’s cost of operation, thus forcing 
more properties into receiverships and 
foreclosures. 


The answer is a little hard to take, 
but in an assembly like this we should 
be permitted to “speak with the brutal 
frankness of blood relations,” as Dr. 
Vincent used to say. 


The obvious answer to the question, 
why we now have to struggle with 
competition from banks and Mortgage 
Companies, both in the selling and 
leasing end of our business, is that we 
have insisted on too high appraisal 
values. Improper appraisals of real 
estate have been almost universal. 
Speculative prices instead of war- 
ranted earning value have been the 
basis of real estate valuation. 


Four things have contributed main- 
ly to such incorrect valuation: 


1. The belief that physical properties as such 
have value, and that the value is measured 
by the cost of reproduction or by what 
some one paid for the properties. 


. Easy money and misplaced confidence. 


. Lack of proper data as to possible absorp- 
tion rate of the various kinds of real es- 
tate development. 


. Absence of adequate checks on the mer- 
chandiser or seller of real estate. 


Position of Ethical Broker Difficult 


The position of the ethical Realtor 
has been a difficult one. Let no one 
believe that the course of events, as 
above indicated, took place without 
numerous protests and misgivings on 
the part of constructive and far-seeing 
Realtors. However, many of the mis- 
takes were not made wilfully. It was 
to a large extent the lack of proper 
understanding of the fundamentals 
which underlie real estate values. We 


naturally and as a matter of course, 
applied to real estate the knowledge 
we had gained through our experience 
and contact with ordinary commodi- 
ties, not realizing that real estate had 
many characteristics which set it apart 
from other commodities and which 
necessitated in many respects a dif- 
ferent treatment. 


Furthermore, the ethical real estate 
operator was practically ignored by 
the politicians who have had, and still 
have, to a great extent control of the 
larger part of the appraising business 
in connection with condemnation and 
other appraising under the jurisdic- 
tion of the municipality. The wild 
and ridiculous appraisals made by 
these political and curbstone apprais- 
ers, who always claim to be real estate 
experts, have perhaps done more than 
any one thing to discredit real estate 
in the eyes of the public. 


Real estate study is still very young. 
On a rising market it was not neces- 
sary to know much about fundamental 
values, and as long as the real estate 
business was done largely on a specu- 
lative basis, and selling prices, that is, 
the so-called “‘market values,” were 
accepted as values there was in fact 
very little need or place for the scien- 
tific appraiser, who maintained that 
the proper basis of real estate invest- 
ment was its warranted value predi- 
cated on its earning power. No ap- 
praiser is needed to establish “market 
value” in the sense that it is used by 
the economist, as market value is a 
price, either well known or easily 
ascertainable. No one would think of 
employing an appraiser to learn the 
price of bread, razor blades, or hats; 
or to ascertain the market value of 
General Motors. The real basis of 
land values is one of the many things 
that we have not thoroughly looked 
into and is now, when relations have 
become strained, rising up to bother 
us. 
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The Scientifically Trained Appraiser 


As we were beginning to see the 
dire results of our orgy in land specu- 
lation, there was impressed on us the 
imperative necessity of seeking war- 
ranted, justifiable real estate values, 
on which sound investments could be 
based. Realtors and others began to 
study the economics of land values. 
Here we have further learned that 
Adam Smith’s so-called immutable 
economic laws were mere tendencies 
which should be accepted in a statis- 
tical sense only: that human behavior 
is subject to mass laws only. Because 
human actions and reactions appeared 
under certain circumstances to pos- 
sess an aspect of continuity, we had 
erroneously labeled them laws—so- 
cioligical or economic laws. There 
was also the tendency to assume that 
these so-called laws would affect real 
estate in the same manner as they af- 
fected other commodities. The de- 
pression has been to the study of land 
economics what the World War was to 
airplanes. It has rapidly and ruth- 
lessly weeded out the false from the 
true, and we are beginning to see 
things in their right perspective. 


We owe a great deal to the pioneers 
in this work, and although the inten- 
sive study of modern land economics 
covers only about a half score of years, 
this orderly study of land values has 
crystallized in the formation of the 
American Institute of Real Estate Ap- 
praisers, a development which all of 
us have watched with a great deal of 
interest, as it, without doubt, marks an 
epoch in the real estate business. If 
this Institute continues to develop as 
it has started, it will form the balance 
wheel in the entire real estate profes- 
sion, and I am certain that the ethical 
and constructive broker will heartily 
welcome their entrance into the real 
estate field, not as an adjunct to the 
brokerage business, but as an inde- 
pendent force which will act as a 


wholesome check on tendencies which 


_ have all but disrupted the real estate 


business. 


Cooperation Should Be the Watch 
Word 


The broker has everything to gain 
by close cooperation with the ethical 
and skilled appraiser. An owner does 
not like to be told by the broker that 
his price is too high. The broker can 
escape antagonizing the owner by the 
employment of an appraiser to make 
the set-up. It is, furthermore, likely to 
get him a price at which the property 
can be sold. The broker can then de- 
vote his time to the business of selling 
with a better prospect of being suc- 
cessful, not to mention that it is the 
fair thing to the buyer, who will feel 
that his interests are being protected. 
In the real estate business alone, no 
adequate check has been provided on 
the seller. The real estate broker has 
so far been both advocate and judge. 


There is one thing I have never been 
able to make out; that is, why brokers 
generally seem so anxious to uphold 
the owner’s idea of selling prices as 
against the real warranted values. It 
makes property harder to sell. Fur- 
thermore, if a sale is made at the high 
price, the new owner will not have an 
adequate income, and is likely to join 
the ranks of the dissatisfied. 


How about being both a broker and 
an appraiser? Many excellent brokers 
are also first-class appraisers, and an 
appraiser certainly can capitalize on 
the general knowledge of real estate 
gained as a broker, but it is the speak- 
er’s contention that one cannot ethical- 
ly act as both an appraiser and a brok- 
er on the same job. An ethical engi- 
neer will not act in the capacity of 
both contractor and engineer on the 
same job. : 


It is feared by many outstanding 
brokers that failure to separate the 
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function of appraiser and broker will 
cause the springing up of a group of 
self-styled advisers posing as protec- 
tors of investors in real estate or of 
real estate securities, who will be a 
menace to both the brokers and to the 
public. 


It is not intended that the real es- 
tate appraiser should usurp or en- 
croach on the business of the engineer, 
architect, builder, contractor, account- 
ant, lender, city planner, property 
manager, or broker. Quite the con- 
trary; but it is essential that he coop- 
erate with all these agencies and that 
these agencies in turn should cooper- 
ate with him, as well as with each oth- 
er. The successful working out of our 
present economic dilemma will large- 
ly be dependent upon to what extent 
general social integration takes place. 


I believe that most of us who are 
acting in the capacity of both broker 
and appraiser are finding it increas- 
ingly difficult to do so, as the neces- 
sary judicial attitude required in an 
appraiser is more or less antagonistic 
to the vigorous enthusiasm required in 
a salesman. Of course there are out- 
standing exceptions. We all know real 
estate brokers who never let their de- 
sire to earn a commission run away 
with their better judgment. But we do 
not build systems nor lay down rules 
for the exceptions. 


Prices Not Likely to Advance 
Materially 


The present situation will no doubt 
call a halt on real estate speculations, 
but as soon as people get their bear- 
ings again they will place their money 
where there is safety of principal and 
certainty of return. This does not mean 
in residential or other vacant property 
bought for re-sale. It does not mean 
buying bonds, the security back of 
which are merely buildings or plants. 
These investments must be based on 


essential services to communities and 
to society in general. A proper mort- 
gage, or other real estate security is 
merely capitalized income. There are 
still some 40 billions on deposit with 
banks, a good deal of it awaiting safe 
investment. 


While the change in the value of the 
dollar, in line with the inflationary 
program of the Administration, will to 
some extent be reflected in higher real 
estate prices and rentals, the actual 
increase in land values, generally 
speaking, will perhaps not be very 
pronounced. Land valued on a basis 
of what it will yield,—will in not a 
few instances suffer still further defla- 
tion. 


There will undoubtedly be unin- 
formed brokers who will attempt to 
convince their clients that the old 
booms will be reenacted, thus delay- 
ing sound recovery. 


Responsibility of the Appraiser 


Securities issues, whether secured 
by real estate or otherwise, will in the 
future be under strict government 
scrutiny, and while there can be no 
guarantee against mistaken judgment, 
preventable mistakes in judgment 
must be guarded against. An entirely 
different system of appraising than 
has heretofore obtained will be de- 
manded. There is no gainsaying that 
most of the appraisals on which real 
estate securities issues have been 
based have been outright farces. I be- 
lieve and earnestly advocate that the 
appraiser’s name should be placed on 
the bonds which are secured by the 
appraised real estate. Only in this way 
can we definitely locate responsibility. 
The name of the engineer or architect 
who plans a bridge, or skyscraper 
must appear on the plans, and if the 
structure fails, it carries with it the en- 
gineer or architect (since this para- 
graph was written I note that the Se- 
curities Act now demands that the ap- 
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praiser be held personally responsible 
for his appraisal). 


Functions of the Realtor Appraiser 


The able, trained appraiser is going 
to be a very busy man the next few 
years. Practically the entire world has 
to be re-valued. To mention only a few 
of the expanding functions awaiting 
the attention of the Realtor-appraiser, 
we are listing the following: 


1. To revalue whole city and farm areas for 
new tax bases, as well as to ascertain re- 
vised selling and rental values. 


Scale down capital structure of industry. 
This will involve the appraisal of land, 
building, and equipment, and should be 
undertaken in conjunction with financial 
analysts and engineers. 


Ascertain real estate losses for use in con- 
nection with income tax reports. 


Calculate percentage of gross sales which 
various lines of business can afford to pay 
as rent. Because of the almost certain de- 
flation in the purchasing power of the dol- 


lar, percentage leases will for some time 
be increasingly used, such leases being 
under the circumstances especially desir- 
able from the lessor’s standpoint. Lessees 


have favored percentage leases. Other- 
wise advise as to proper type and length 
of lease which would be most profitably 
made at this time. 


Revalue the numerous properties which 
have changed hands through foreclosure 
proceedings during the depression, so that 
books may be properly set up. In many 
eases this should be done in conjunction 
with accountants or accounting firms. 


. Make surveys of blighted districts with 
the view of ascertaining to what extent 
renovation can profitably be undertaken. 


Act as adviser to owners who may con- 
template building, as to possible competi- 
tion, suitability of location for specific 
uses, furnishing pertinent data as to trade 


or occupancy possibilities, whether same 


would be sufficient to warrant new build- 
ing. Also advise as to type and extent of 
building which would have probability of 
success. Advise also generally as to best 
use or disposition of your client’s real 
estate holdings. Important because of evi- 
dent permanent surplus in some lines. 


8. Intensive study of vacant areas with view 
to recommending best possible uses, 
(There is likely to be a still lower price 
on vegetables as a result.) 


Cooperate with city planners with view 
to replanning smaller cities and outlying 
districts of larger cities. With compara- 
tively small expenditure many cities may 
be made more accessible and future illog- 
ical growth prevented. The city planner is 

a definite and very constructive force in 

land economics. 

Because of the situation in regard 
to population growth, greater individ- 
ual efficiency, the decided tendency of 
industry to relocate itself away from 
the large centers, and because of 
Roosevelt’s “Back to the Farm” pro- 
gram which articulates with this tend- 
ency, we are without doubt faced with 
a permanent surplus of office, store, 
warehouse, and loft space in our large 
cities. Just what percentage of vacan- 
cy there will be in each of these uses 
will depend on many things, and in- 
vites immediate and careful study. 
This will present another large field 
of operation for the Realtor appraiser. 


I know that many very sincere Real- 
tors believe that, as everything is now 
pointing to recovery, real estate will 
soon “come into its own” and prices 
again will soar. I have tried to point 
out in the above why the old course of 
events is not likely to be re-enacted. 
Let us not forget that the slump in real 
estate activity, meaning the selling 
and buying of real estate, came long 
before the depression. 


Farms went bad in the early 20’s 
when everything else was booming. 
The farmer thought war prices were 
normal prices, and loaded up with 
more land, more machinery, and more 
mortgages when a dollar’s worth of 
debt could be paid off with one bushel 
of wheat, or less. However, he found 
that it would take 1% bushels to pay 
that dollar debt in 1922, and over 34% 
bushels to pay every dollar’s worth of 
debt in early 1933. No wonder farms 
and farmers collapsed. 
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The term normal is a curious one. It 
is usually what wishful thinking wants 
it to be. 


If we shoot 75 in golf, that, in our 
own minds, becomes our normal game. 
Whenever we shoot above that, we are 
off our game, although our average 
score is above 85. Conditions are sel- 
dom normal. Take a look at Babson’s 
normal line in his Babson-chart and 
note how long our business activities 
keep on the line—about one day in the 
year ; the rest of the time we are either 
above or below the line. Economics af- 
fairs are that way—they are depend- 
ent on human behavior which, like 
history, never repeat themselves ex- 
actly. 


Urban Land 


Urban real estate transactions be- 
came slow in or about 1926. We must 
not be confused by reports taken from 
the records of Title Companies or 
Trust Companies, where transfers 
brought about by foreclosures and by 
forced assignments read the same as 
bona fide sales. 


The 1929 collapse simply intensified 
a condition already existing in the real 
estate field. 


But why bring all these things up 
now—haven’t we trouble enough as it 
is? 

To cure an ill, we must know what 
it iss A doctor who would diagnose 
diphtheria as merely a cold to save 
the feelings of the family would be re- 
garded as highly unethical. Sticking 
his head in the sand has saved no os- 
trich from capture. It strikes me that 
we have indulged in cheerful idiocy 
long enough. It is time to look things 
squarely in the face and call a spade a 
spade, with a view to right things at 
the earliest possible moment. 


Real Estate Ready to Do Its Part 


Real Estate always stands ready to yield 
its utmost, but we must understand its limita- 
tions as well as its possibilities. If we buy a 


small horse on the strength of a statement 
made by the salesman that the horse can pull 
a hundred tons, which of course he cannot 
do, it is not the fault of the horse. 


So when we expect real estate to produce 
many times its highest capacity, we are going 
to be disappointed; but we should not blame 
real estate, because of our failure to know 
its limitations. 

Is it not time that we get over the idea that 
telling the truth about real estate is detri- 
mental to it? No type of investment can stand 
the truth better than real estate. However, in 
order to tell the truth we must know the 
truth. 


There are places in Europe where a man 
may sell his real estate at any moment at a 
discount of not over 10 per cent from the 
price he paid for it. A general acceptance of 
sound appraisal practice must of necessity 
precede such a situation, and this involves the 
education of the general public of what con- 
stitutes sound values. 


_ Land values are not something 
which can be created by conversation 
or through wishful thinking. We can 
not repeat too often that the value of 
any project is the value of its services. 
These services may be in the form of 
money, amenities, or business profits, 
and it is the function of the appraiser 
to calculate in terms of money the val- 
ue of the right to these services. To do 
this with some degree of accuracy re- 
quires skill much beyond that pos- 
sessed by the average seller of real es- 
tate. I say this, knowing full well that 
many of our Realtors have qualified 
themselves fully to discharge the func- 
tions of a skilled appraiser. Such Real- 
tors will agree with my statements. 


Specialized knowledge, broad sym- 
pathies, and friendly co-operation 
with all agencies in the same field will 
alone bring about the desired result. 


The whole problem centers around 
proper valuations. It is the Realtor ap- 
praiser’s great opportunity to be of 
service to the real estate profession 
and to the millions who are anxious to 
invest in Mother Earth when they feel 
certain that they will be truthfully 
and ably advised. 
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Discussion 


Mr. H. J. Brachman (Detroit, Mich.) : 
There was one point that Mr. Thorson 
mentioned that I think we should take 
cognizance of,— political appraisals. 
We find in every community—that in 
Probate Court, and every other kind 
of action, they call in a friend of the 
judge to be the appraiser. It is unfair 
to Realtors; it is unfair to the parties 
who are concerned in the particular 
court action, whether it be condemna- 
tion, whether it be probate, or wheth- 
er it be a civil suit. I think that if the 
Institute has not gone on record they 
should so do to bring that fact to the 
attention of our jurists. 


Mr. Thorson said that use deter- 
mines value. Use determines the value 
of anything. If we buy anything, re- 
gardless of how cheap it is, and can’t 
use it or dispose of it at a profit, it is 
dead expense. 


Mr. Thorson: The market value, as 
it appears in our newspaper columns, 
is an entirely different value from that 
we are trying to get in an appraisal. 
We have been saddled down with an 
inadequate concept of market value, 
and we haven’t really known, the 
courts haven’t known. Oranges in Cali- 
fornia today sell at five cents a dozen, 
or three cents a dozen. Thatis the mar- 
ket price. That is not the warranted 
value. The market value of some of 
our property is way down. That is not 
the value we are trying to ascertain in 
an appraisal. We are trying to get the 
warranted use value. At least, we are 
trying finally to settle on that after fid- 
dling around a lot. 


Unfortunately, in our definition of 
market value in the Standards of 
Practice we have tried very hard to 
combine the two. I don’t think we have 
got away with it. If you will take that 
definition you will find that the first 
part defines market value and the last 
part the warranted, or use, value. 


If you remember and keep in mind 
the definition of production, which is 
the creating of useful qualities in ma- 
terial things, you have the answer to 
the whole thing. Just to the extent 
that we have created useful qualities 
in material things, whether it be 
apartments, office buildings, or what, 
to just that extent have we created 
value. Capital, labor, and organiza- 
tion do not necessarily create value. 


Some economists state that labor 
creates value. If you have a stone pile 
here and you put labor to work and 
move that stone pile over there, and 
then move it back again, you have ex- 
pended labor, you may have had or- 
ganization, but you haven’t created 
any useful qualities by the moving. 
The buyer of the stone pile is going to 
disregard that entirely. The insurance 
companies are still foolish enough to 
insure on that basis, so they are buy- 
ing a lot of buildings these days. After 
while they will tumble to the fact that 
they had better insure on a value 
basis, and they had better do it now. 


The engineer is just concerned with 
one thing: Is that bridge over there 
built according to specifications? Will 
it carry the load? After we are in 
charge, whatever we do with it is none 
of his business. He doesn’t know 
whether it is going to be a toll bridge 
or what it is going to be. And so the 
engineer and _ constructionist who 
build your office building are going to 
build it according to specifications, but 
what we earn from it is none of their 
concern. That is where we step in. 
That is all our concern. Why bother 
about this cost business? Get your en- 
gineer. If the cubic feet or square feet 
are the things, get the carpenters. Let 
them do that figuring. We have a 
much more important, much more dif- 
ficult job to perform. 


Now, just a word about forecasting 
income. I never could see that, for 
there is one important thing involved 
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—the fluctuation of the dollar, that is 
always in the way of making any fore- 
cast. We could buy three times as 
much of the necessities of lifein March 
of this year as we could in 1920 with 
the dollar, and if you tried in 1920 to 
forecast the dollars per year that you 
would get from a certain building it 
was bound to be wrong in 1933, be- 
cause rents fluctuate up and down 
largely with the value of the dollar. 


I have been on appraisals where I 
attempted to do that in 1920. I pre- 
dicted for 1933 an income of $1,200 
per month. The income is less than 
$400 and it is going down, because the 
district is no longer desirable. 


Well, what would you do to take its 
place? Just. this: I divide all proper- 
ties into three groups, those with an 
enhancing value, if there are any 
(there are some in the city’s direction 
of growth, as a rule); those with a 
stabilized income, with a slight tend- 
ency downward in the heart of the 
city, for instance; and those with a de- 
cided dip or deflection in their income. 
To that class belongs all residential 
property, whether single or multiple. 
They have their highest value just 
when completed, and then start going 
down. 


Another thing, residential property 
isa non-enhancing property. An apart- 
ment built for 100 will hold 100 and 
no more, while a new business loca- 
tion may serve 100 customers the first 
month and 1,000 in a year or two. 
There is where you get the ascending 
curve. 


Then you capitalize the three ac- 
cording te whether you think the val- 
ue is going down, staying steady, or 
will go up. If I am satisfied that the 
values will go up, as I am pretty cer- 
tain in a coming district, I can capital- 
ize at 4.5% or 5% and feel perfectly 
safe; while I never capitalize an apart- 
ment in my own appraisal! at less than 


12% net for the building, hoping to 
have a steady, reasonable, clear re- 
turn of 6% during the life of that 
apartment. 


Now then, if I have an apartment I 
have already allocated that to the type 
that has a descending income. All 
right; that means it has to have a high 
rate of capitalization. I would take 
what I think is as nearly as I can find 
the average return at the present time. 
I can’t see into the future. I have never 
been able to do it. But I know that the 
net income is going to fall as years go 
on. So I capitalize at a rate represent- 
ing the risk. Uncertainty is a risk. 


Ask somebody to loan you 100% on 
that apartment. Will he do it? He will 
probably take a 6% mortgage on 50% 
of it. On the next quarter he would 
want twelve per cent, and if you can 
discount the last quarter at twenty- 
five per cent you are lucky. That is 
an average of twelve per cent, and he 
has less risk than the owner, because 
the lender has not only the building as 
security but he has the integrity of the 
owner as well, and he has no manage- 
ment trouble. Why should an owner 
be satisfied with less than the lender 
in that case? You will find that same 
lender going into a new district where 
you can see a town growing up, where 
he knows very soon that the land will 
be worth a good deal more, and he 
will let you have money on the whole 
thing at six per cent. That’s different. 


I don’t know of any apartment over 
twenty-five years old that is earning 
money. During that time you have to 
get your money back from it. But what 
about your furniture and so forth? 
You have to renew the furniture at 
least three times during the life of the 
apartment and you may have tenants 
that will ruin it in three years. The 
average is six or seven; it may last 
twelve. 


I never give the furniture a risk fac- 
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tor of less than twelve per cent. I have 
to get my money back during those 
seven or eight years, but I want twelve 
per cent, at least, or fourteen or fif- 
teen, on my investment in the furni- 
ture, besides charging it off during the 
period of its life. 


There is the twelve per cent return 
on the apartment; there is twelve or 
fifteen per cent on the furniture; then 
there is your refrigeration—a new one 
every five years and a high rate of in- 
terest, of course. Then the heating 
plant. It has to be renewed every so 
often. So, not only have I the 12% on 
the apartment, 15% on the furniture, 
10% on the refrigeration, another 10% 
on the heating plant, and so on, but all 
that has to be earned before I get a 
dime, because my return isin the prob- 
able 6% I can save on the whole thing. 


What about the land? The Ricard- 
ian Theory works only provided we 
have 100% efficiency. While it will 
work in about fifteen per cent of the 
cases the rest of the time it will not. 
Where the land is not properly im- 
proved why should we penalize the 
land? So I find what the land around 
the property is earning. Why should 
the land bear the brunt of the man’s 
stupidity who put up the building? 


If you check your apartments you 
will find that between eighty and nine- 
ty per cent of all apartments have 
gone broke. Furthermore, land under 
a building, like an apartment, always 
goes down with the apartment unless 
it changes use. There is no such thing 
as the land going up and the building 
going down, except, of course, in high- 
power sections. There the building is 
immaterial, it is a side issue. You will 
find on high-powered streets a one or 
two story building giving a wonderful 
return. You don’t know how old the 
buildings are: you don’t care. It is the 
land that is the big idea. 


I don’t know of any office building 


that has lasted over forty years. You 
may; I don’t. It isn’t the physical de- 
preciation. Some of our steel and con- 
crete constructed buildings would last 
500 years, but the use value has dis- 
appeared by the end of forty years. 


We will find, I am afraid, that our 
entire level of real estate appraising 
is about up here (indicating) when it 
should be down there. In the heart of 
town, we are closest to the right val- 
ues. The minute we get to the outskirts 
we begin to falter. It is unmistakable 
that the downtown section of any 
great city has had its growth. Los An- 
geles is growing tremendously in the 
outskirts, but downtown we quit six 
years ago. I had occasion to make an 
appraisal recently where the weighted 
center of the downtown had to be lo- 
cated. It has moved back about to 
where it was in 1912. You can see this 
in all great cities. You will find the rim 
of the downtown getting a little scrag- 
gly, with vacant stores, et cetera. 


There is a general tendency for 
stores at the rim of the metropolitan 
center to move in toward the center, 
and this tendency is likely to continue 
as merchandising requires less space 
because of greater efficiency in han- 
dling, due largely to the increased use 
of package goods. Furthermore, this 
standardization of merchandise and 
of price has placed the stores in the 
outlying districts to a large extent on 
a par with the downtown stores. 


We are without doubt faced with 
a permanent office building vacancy. 
What are we going to do? I have 
talked to a number of folk and they 
seem to agree on this, that we will 
have to persuade the owners of some 
of the less desirable office build- 
ings to put them out of the market, 
make lofts out of them or subsidize 
them to some extent, otherwise that 
excess space will always be a compe- 
titive factor to reckon with. We will 
have to get it out of the way, just as 
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Secretary Wallace is trying to get the 
50,000,000 surplus acres of wheat out 
of the way in agriculture. We are go- 
ing to have a surplus in lofts, ware- 
houses, and, I am pretty certain, in 
hotels. We surely already have it in 
store space. 


Mr. Hooker: The first gentleman 
who spoke, from Detroit, mentioned 
real estate as a commodity. That seems 
to be a rather general term. I had oc- 
casion to look into that matter the 
other day. The dictionary defines a 
commodity as “something movable 
that can be bought and sold”, and real 
estate is immovable, and therein lies 
the difference. There is another great 
fundamental difference between what 
we ordinarily term commodities or 
goods, and real estate, and that is that 
most goods are perishable, they have 
a comparatively short life. They get 
shopworn. Take, for instance, automo- 
bile tires. I understand that an auto- 
mobile tire, even if it isn’t used at all 
for two or three years, isn’t any good 
anyway, but when you put a piece of 
real estate up it stands for forty years. 
Generally speaking, the surplus of 
goods will be absorbed in a very few 
years. People tell me that this coun- 
try is going to run into a shortage of 
goods before long. The depression 
has gone on for three and one-half 
years. Buying will have to start again 
just as soon as even a few people get 
work. That will start manufacturing 
again. 


However, we have certainly got 


plenty of real estate. The official fig- 
ures of the National Association of 
Building Owners and Managers, to go 
back to office buildings, state that the 
average vacancy in office buildings as 
of January 1, 1933, was 24.29%, and 
I just got the figures for the May 1 
report, and it is up to 26.87%.. In 
other words, in the first four months 
of this year the vacancy in office space 
has increased in the forty-odd cities 


reporting, which include all the large 
cities of the country and a good many 
of the smaller ones, by 2.58%. I agree 
very thoroughly with Mr. Thorson, 
that for some time we are going to 
have a surplus of office space. How 
long it is going to take to absorb that 
I don’t know, but I don’t see how it is 
going to be absorbed until the country 
grows up to it. I think it can only be 
absorbed by growth in population. 
Due to our optimistic financial meth- 
ods of the past few years, we have that 
vacancy in office space to reckon with. 


Mr. Slonim: I merely want to dis- 
cuss very briefly the question of the 
forecast of rents. Mr. Thorson chal- 
lenged what we thought was pretty 
much accepted by this Institute and 
by appraisers generally not connected 
with the Association. We began to 
feel that the proper thing to do was 
to make a forecast of future rents, 
future net rents, and to capitalize it 
to find the value. Let’s analyze very 
briefly Mr. Thorson’s point of view. 
He seems to take the present rental 
and to capitalize that. First of all, 
to take the present rental is very dan- 
gerous. In times of depression it is 
unfair to property; in times of a boom 
it is unfair to the purchaser. It doesn’t 
create the right sort of conclusion. 


I want to go further and state that 
there is no such thing as appraising 
real estate on the basis of net income 
without setting a future rental. What 
Mr. Thorson is going to do, most likely, 
is to claim that the present rental is 
the future rental. Isn’t that, in the 
last analysis, what he does? He is 
capitalizing a certain fixed present 
rental, and while he tells us that he 
doesn’t want to deal with a forecast, 
he is predicting that the present rental 
will be the future rental. 


Now, then, there is a great deal of 
danger in the whole business. I mean 
by that that we can never arrive at 
one hundred per cent accurate ap- 
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praisals. We will never have mathe- 
matically scientific appraisals. That 
is impossible. There is too much spec- 
ulation; there is too much uncertainty ; 
there are too many factors that enter 
into it. But it is all a relative propo- 
sition. We are circumscribing the 
zone of mistake and error and I be- 
lieve that it is proper to make a fore- 
cast of future rents. We judge by the 
audits of the past, by the experience 
of the building; we judge by many, 
many conditions —and we make a 
guess. I think it is proper to guess, 
within limits. I don’t think any ap- 
praiser should set down what a build- 
ing should do forty years from now, 
or thirty years from now. That is 
going too far. But I think it is proper 
for an appraiser to say that during 
the next ten years, or fifteen years, 
this building might do thus and so. 


Mr. Thorson says that because 
money values change you can’t pre- 
dict the future value of real estate. 
Let’s analyze what you mean by the 
change of money values. Your stand- 
ard of measurement changes. The 
actual value doesn’t change, necessa- 
rily. If all commodities drop from 
one level to another, there has actually 
been no change. If the basic commod- 
ities shift together, there has been no 
actual change in value. 


Mr. Thorson said that if you bought 
a piece of property in ’21 for $15,000 
and sold it today for $10,000 you had 
lost no money, because $10,000 today 
is better than $15,000 was in ’21. That 
is exactly my point. Let’s not be 
afraid of monetary changes. Let’s 
consider them. Of course we have to 
deal with the changes of monetary 
values; but I believe we have a right 
to make a forecast of rents because 
that seems to be the lesser of all the 
evils. 


The only criticism that I can find of 
this whole system is that our apprais- 


ers are apt to become technical and 
too cocksure. We have to approach 
that matter with humility. We are 
going to make a great many mistakes 
in spite of all the scientific study we 
make, because the data are wherein 
we will make our mistakes. But in a 
general way, realizing that we are 
going to make some errors, the least 
of all the evils is to forecast the rent- 
als and to capitalize them conserva- 
tively. 


Mr. Thorson: If we can measure 
rents in commodities, okay. If we use 
the price index of 800 commodities — 
the Fisher theory —I would have no 
objection in trying to forecast rents; 
but we are using a greatly fluctuating 
standard, the dollar, which has fluc- 
tuated from 55 to 180 in the course of 
about twelve years. 


Here is an illustration: Supposing 
you went to a merchant and you 
wanted to buy some stuff sold by the 
pound, and he proceeded to give you 
a pound that measured 6.6 ounces. 
Then you want to sell him something, 
and immediately he takes another 
scale, which weighs twenty-one ounces 
to the pound. You would say he had 
a dishonest scale. Yet that is the 
exact relation between the value of 
the dollar of 1920 and of March, 1933. 
That is why I say we can not use dol- 
lars to predict with. 


Mr. Kuehnle: If 12% is the proper 
rate of capitalizing the income on 
apartment buildings, then we won't 
have to worry very much about the 
physical value of the building, be- 
cause there won’t be any building 
value left. 


Mr. Thorson’s point that rentals 
can not be predicted in the future 
raises another rather interesting point 
that Babcock brought out in his new 
book. He qualifies his statement of 
future rentals in a way that it has 
never been qualified before in any 
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other statement that I have ever heard. 
He says that the prediction of future 
rents really doesn’t mean a thing, that 
the prediction of value as these pre- 
dicted rents are carried out doesn’t 
mean anything. But this prediction 
of value is based on the present worth 
of the rentals as seen through the eyes 
of today. He makes that exact point. 
Therefore, I also believe that we are 
putting a value on the property today; 
we are not putting a value on anything 
in the future. The only thing we are 
doing in predicting future rentals is 


predicting what the future rentals are 
going to be. If the commodity index 
is cut in half, future rentals might be 
cut in half. 


Chairman Hall: The important thing 
is that we are all thinking. We realize 
that those conditions do exist and 
there should be some method of meas- 
uring them. By continuous discussion 
of this kind we shall eventually ar- 
rive at a unanimity of thinking. We 
never will be 100% in agreement, but 
we will arrive a little closer to the end 
toward which we are all striving. 


Percentage of Cities Reporting Higher, Same or Lower Rents in Central and Out- 


lying Office Buildings as Compared with Same Date, 1932 


Section and Size of City 
Totals for United States and Canada 
New England 
Middle Atlantic 
South Atlantic 
East North Central 


Over 500,000 

200,000 to 500,000 

100,000 to 200,000. 

25,000 to 100,000 

Under 25,000 

District and County Boards 


*Less than 1%. 


Higher Same Lower 


Central Outlying 
Higher Same Lower 
16 84 ax 23 77 
23 77 ee 33 67 
16 84 ‘eh 15 85 
23 77 cae 24 76 
8 92 13 85 
ii 89 rns 22 78 
17 83 es 50 50 
33 67 ee 40 60 
17 83 cake 58 42 
14 83 ae 21 79 
100 


—from Semi-Annual Survey, National Association of Real Estate Boards, July 23, 1933. 





An Appraisal Of An Appraiser’s Proposals 


By Roy J. BURROUGHS 


Journal of the American Institute 

of Real Estate Appraisers (Vol. 
I, No. 2) presents a thought provoking 
article entitled the “Relation of Value 
to the Purpose of the Appraisal’’.* But 
apparently this is scarcely the purpose 
of the article as the issue raised by the 
title is largely dismissed with this brief 
comment in an introductory para- 
graph, 


sk January, 1933 issue of The 


Unless the concept value varies with 
the type of appraisal, I cannot see why 
the purpose of the appraisal should have 
anything to do with the eventual conclu- 
sion arrived at as to what the warranted 
present worth of the appraised property 
should be (p. 104). 


Despite this slight lapse of purpose, 
the article immediately sets forth the 
important thesis that cost does not set 
the value of real property. This thesis 
cannot be over-emphasized during 
this transitional period in American 
appraisal practice. The next point 
made is of equal importance, that mar- 
ket price cannot be accepted as a re- 
liable criterion of value (p. 106-7). 


A valid concept concerning the val- 
ue of real estate is expressed as the 
“Present worth of future net income” 
(p. 110), using income in its broadest 
sense to cover both cash and amenity 
returns. It has long since been shown 
that the earnings from ‘sunk capital’’ 
such as improvements on land or other 
instruments of production are similar 
in their nature to the rent of land be- 
ing determined entirely by the de- 
mand for the capital good during its 
economic existence. Irving Fisher has 
probably presented the clearest argu- 
ment to show that the capital value of 
such capital goods or of land is the 
discounted worth of future earnings.’ 


It is well that this idea be re-empha- 
sized time and again. 


Indeed it is re-stated in the JouRNAL 
in an understandable and laudable 
fashion as follows, 


An appraisal, based on economic fun- 
damentals, may be defined as the process 
of calculating the value of an ownership, 
or right to enjoy the benefits accruing 
from the thing owned. An appraisal is 
also used to designate the reproduction 
or replacement cost of the physical be- 
longings to the owner. The former may 
be designated as an appraisal to deter- 
mine value and the latter as an appraisal 
to determine replacement cost, as when 
we appraise for insurance risks (p. 110- 
133}. 


This is fine—is absolutely true. Inci- 
dentally, the suggestion that these two 
different purposes of appraisals give 
different results sounds like a discus- 
sion of the subject mentioned in the 
title. 


Were this an academic journal one 
might be justified in making some 
minor criticisms of the article’s inter- 
pretation of Ricardian rent doctrine, 
and the discussion of economic law. 
But the practical appraisal problem is 
the matter of common interest here. It 
is in the practical application of theo- 
ries that the article becomes unten- 
able. 


Concerning the practical appraisal 
problem, it is highly questionable 
whether either simplicity or an ap- 
proach to accuracy is attained by the 
assumption that, 


Instead, therefore, of attempting in an 
appraisal of real property to estimate and 
to designate in dollars the future income 
spread, we may obtain approximately the 


*Thorson, Ivan A. 
1Fisher, Irving, The Theory of Interest, N. Y., 193 
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same results by estimating from all avail- 
able data the probable hazards incident 
to ownership of the particular property 
under consideration, and reflect such 
hazards in our capitalization of the pres- 
ent warranted net earnings from the 
property, using a rate percent reflecting 
the estimated future risks. The two 
methods are in principle the same, but 
one is easier and simpler of practical 
application. 


The fallacy of using present income 
as a basis of predicting value is ex- 
ploded by one authority as follows: 


While earning expectancy may be close 
to the present rate of earning for a num- 
ber of years it is certain and inevitable 
that the flow of income will be different 
toward the end of the useful life of the 
building. It cannot but somewhat in- 
crease the accuracy of the valuation to 
try to predict these future changes, even 
though the possibility of doing so in any 
very precise manner is manifestly im- 
possible.? 


This authority presents tables to per- 
mit the calculation of the present 
worth of several different types of de- 
clining and stabilized income distribu- 
tions over the life of properties. Hence 
the use of present income as the basis 
is no longer an advantageous shortcut. 


The two methods are not in prin- 
ciple the same; far from it. One knows 
what the present income is. One knows 
that in all probability the income 
stream of the future will be a declin- 
ing one. The extent of the decline, the 
period of the most rapid decline, or in 
other words the amount of the future 
income at different periods in the life 
of the property, can be estimated for 
each different class of property with 
some degree of certainty. The risks in- 
volved are that the particular proper- 
ty being appraised will not be a typ- 
ical one; or that the typical case will 
change; or that some significant ele- 
ments of facts have been overlooked in 
the attempt to estimate the future. 
Stated in a different way, there are 
risks peculiar to a given property be- 
cause of the location, the character of 


management, etc. These risks may set 
off given property from a typical prop- 
erty of the same use type. Then again 
certain use types belong in the cate- 
gory of hazardous industries. Either 
the cash earnings or the amenities to 
be derived from certain use types var- 
ies greatly with the rate of obsoles- 
cence, with the changing demands of 
the buying or consuming public, and 
with general business conditions. And 
finally, even appraisers are mortal. 
They may be mistaken in the selection 
or use of data, or be unable to obtain 
important facts bearing on any par- 
ticular case. All these items enter into 
the risk elements included in the rate 
of interest. The present worth of a de- 
clining income, which is estimated to 
decline at some known and predeter- 
mined rate, may be calculated in the 
light of all the risks involved. All avail- 
able facts are assembled and a judg- 
ment reached which seems reasonable 
in view of the facts. 


The attempt to use the present in- 
come only as a base for capitalization 
seems to evade the issue entirely. Val- 
ue is the present worth of future in- 
come. If future income is going to be 
different from present income, then 
present income is but one small datum 
in the calculation of value. The pres- 
ent worth of present income is the 
amount of that present income. But 
the present worth of future incomes is 
something less than those future in- 
comes. The present income is of no 
significance for future uses, except as 
it permits one to prognosticate what 
future earnings will be. It merely pro- 
vides a starting point. Income may rise 
for a few years in a new property and 
then decline. The use of present in- 
come as a basis for capitalization 
takes neither account of the possible 
increase of earning of a new property 
until it reaches normal occupancy, nor 
does it take account of the certain de- 


2Babcock, Frederick M., The Valuation of Real Es- 
tate, N. Y., 1932, p. 229. 
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cline of those earnings over a period 
of years thereafter. 


The use of the phrase ‘warranted 
net earnings” above quoted seems to 
be a euphonious expression for avoid- 
ing the use of mental processes. The 
implication seems to be that such net 
earnings as obtain at present may be 
certain to obtain in the future, but 
that there are some risks that such 
will not be the case. But as a matter of 
fact, an appraiser is usually perfectly 
safe in warranting, guaranteeing, and 
assuring, the one desiring the apprais- 
al that the present net earnings will 
not continue in the future. 


The next questionable procedure is 
involved in the attempt to impute a 
portion of the earnings to each separ- 
ate minor element of the property and 
to use a separate capitalization rate 
for each. So far as the selection of a 
capitalization rate reflecting risk is 
concerned, the more secured parts of 
the income stream may be assumed to 
rest on the land or be imputed to the 
land. The next may be assumed to be 
imputed to the building; and the last 
or least secure to the equipment. But 
for practical purposes, this three fold 
classification seems sufficient. To the 
land itself is ordinarily imputed the 
most certain stream of earnings be- 
cause it has, as a rule,‘an earning pow- 
er in various alternative uses. The 
earnings ascribed to equipment are 
probably less secure than those as- 
cribed to the building because of the 
more uncertainty surrounding the ob- 
solescence of the equipment. But hav- 
ing gone thus far in the stratification 
of the income stream into three layers 
based on risk, it seems like straining a 
good idea too far to impute separate 
earnings to such items as “Refrigera- 
tion Equipment,” “Heating Equip- 
ment,” “Elevator,” ‘Hot Water Sys- 
tem,” etc. 


It has been tentatively suggested 


that since equipment must be main- 
tained at something approximating 
full serviceability throughout the life 
of the building and to do this it may 
have to be replaced outright several 
times; it will, therefore, become akin 
to an ordinary expense. Hence the in- 
come returned to the owner of the 
property will not, over the period asa 
whole include the expiration of the 
value contained in the equipment. If 
the capital investment in the equip- 
ment does not liquidate itself into the 
income stream but remains tied up in 
successive units of replaced equip- 
ment, there is no need to take account 
of the income derived from equipment 
in making a capitalization of earnings. 
This view seems to merit much consid- 
eration. It appears to be a revolution- 
ary one, so has not yet undergone the 
fire of criticism. The logic of such an 
argument seems indisputable. Seem- 
ingly the only grounds left open for an 
attack are in the assumptions. Perhaps 
equipment is generally replaced and 
the investment maintained therein, but 
then again there may be cases in 
which this is not the case. Each prob- 
lem must be decided on the facts in- 
volved. 


The writer next proceeds to offer 
hypothetical appraisal problems. The 
first one is the case of a new apart- 
ment house in which it is assumed that 
the improvement is the highest and 
best use. The second problem is one in 
which a new apartment house is an 
improper improvement. In the first 
problem the value of the building is its 
cost. This is justified since it is an as- 
sumed highest and best use. The base 
value of the land is found by compari- 
son. Then to this base is added the cap- 
italization of a surplus earning that is 
found in a most peculiar manner. 


This so called “surplus” is found as 
follows: 
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Net annual earnings before amor- 
tization and interest 
Amortization of 
Building and Equip- 
ment $10,502.87 
Interest on Building 
and Equipment 


$53,480.00 


36,514.00 47,016.87 
$ 6,463.13 


8% return on land 2,880.00 


$ 3,583.13 


The interest on each item of building 
and equipment was calculated to ar- 
rive at the above item of interest de- 
duction. The amortization item was 
obtained by calculating the require- 
ments for a sinking fund at 4% which 
would replace each item of building 
and equipment within its estimated 
“economic” life. 


An appraiser is making a fallacy 
when he presumes to deal with sinking 
funds. Yet this is a fairly common er- 
ror.2 It arises because one tends to 
think in accounting terms. One knows 
that the owner of a building must de- 
duct depreciation from his earnings 
before arriving at a net return on his 
investment. But the appraiser is not 
concerned with income administration. 
The proper task of the appraiser is to 
estimate the probable amount and 
time distribution of future incomes 
from a property, to estimate the prob- 
able degree of risk involved, and final- 
ly to capitalize the estimated earnings 
at the selected rate based on risk and 
going rates of interest. It is true that 
the estimated future incomes include a 
return of capital as well as earnings on 
capital. But that does not concern the 
appraiser. The appraiser must attempt 
a valuation of the total income stream. 
The owner of a property hopes and 
prays that the income stream will be 
large enough to return his investment, 
but it may not be of such size. Never- 
theless, a buyer of such a property 
would be willing to pay a certain 
amount for the property despite its in- 
ability to reward the original investor 


in full. And the price the rational buy- 
er would pay is the present worth of 
the future incomes however small or 
large they may be. In the view of these 
objections it appears that the ‘“‘Sur- 
plus” finally obtained in the above cal- 
culation is meaningless. 


The second hypothetical appraisal 
problem is one in which the apartment 
house is not the highest and best use 
for the site. Hence, instead of making 
land residual as was intended in the 
first hypothesis, the building is made 
residual. In broad outline this sounds 
like a correct procedure. But the de- 
tailed calculation seems to involve 
serious fallacies of reasoning. Aside 
from the mistake of capitalizing pres- 
ent income, the principal fallacy again 
centers around the use of a sinking 
fund to replace the building upon the 
expiration of its economic life. 


According to the hypothesis the 
gross income is $73,110.00 and land 
value $46,000.00, and the expenses of 
operation $39,630.00. This would 
leave $33,480 which would fall con- 
siderably short of the required earn- 
ings to take care of the charges in- 
volved in figuring interest on the in- 
vestment in the building and equip- 
ment and land value, and the sinking 
fund on the building. This is said to 
indicate that the improvement is an 
improper one. One would readily 
agree were the case not confused with 
the sinking fund notion. 


It is proposed that “The residual 
building value (that is, the warranted 
earning value) may be found by sub- 
tracting from the net income from the 
buildings alone, the sinking fund fac- 
tor, and dividing this by the capital- 
ization rate. 


In other words, our residual building value 
(V) will equal earnings from buildings alone 
(I) minus sinking fund factor (SF x V) di- 
vided by the rate reflecting risk (R) or 


8Fisher, Ernest M., Sevenees Wetaatyine of Real Es- 
tate Practice, N. Y., 19380, p. 
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I— (SF x V) 
V= 





R 


RV =I — (SF x V) 
RV plus (SF x V ) =I 
V (R plus SF) =I 


I 
V = 





R plus SF 


The net return from buildings alone is 
$17,720.08. This figure is found by adding 
together the sinking fund and interest return 
from all items in columns G (Annual charge- 
off to retire investment in equipment) and K 
(Amount of interest on equipment) except 
the first item in each column, (Sinking Fund 
and interest on building proper), and adding 
to this sum 8% on the land ($3,680.00) (and 
subtracting from $33,480, net income prior 
to depreciation.) 4 


The actual residual building value 
is found thus: 


$17,720.08 
Vv 





10 plus .01783 


$17,720.08 
Vv 





-11783 


V = $150,386+ = The residual build- 
ing value. 


To recapitulate the process: 
Gross Earnings $73,110.00 
Deduct Operating Expense 39,630.00 


$33,480.00 
Deduct:- 
Earnings imputable to 
equipment only (not 
building) 
a. Sinking Fund $5,215.92 
b. Interest 6,864.00 
Earnings imputable 
to Land—Int. 3,680.00 
———-_ 15,759.92 


“Net income from buildings 
alone”’ $17,720.08 
This $17,720.08 is then capitalized 

as indicated above by a rate reflecting 

both a sinking fund factor and also an 
interest rate. This is equivalent to de- 


ducting the annual sinking fund re- 
quirement from the net earning attrib- 
uted to the building and then capital- 
izing the remainder at the risk rate 
= interest. This may be proved as fol- 
ows: 


$150,386.00 residual value of build- 
ing 

Sinking fund factor for 
30 years at 4% interest 


.01783 


$ 2,681.38 


Annual sinking fund re- 
quirement. 


$ 17,720.08 Annual present earning 
imputed to building. 
2,681.38 Deduct sinking fund re- 


quirement. 


$ 15,038.70 Earnings of building 
above sinking fund 
needs. 

Capitalize at 10% = $150,386 + 


The “residual value” finally arrived 
at appears to have been based on the 
principle, if such it may be called, that 
the appraiser must find out how much 
the building is worth over and above 
the amount necessary to replace such 
an amount as it is worth, in view of 
the fact that there was an over-invest- 
ment in the first place! 


This sort of a valuation process is in 
reality based on a statistical illusion. 
It only looks logical—but in fact it is 
not. The $15,038.70 is largely the re- 
sult of the difference between the 
amount of an annuity whose present 
worth is the capital value sought, and 
the annual sinking fund requirement 
to replace such capital value at the end 
of a period. This may be demonstrated 


’ as follows: 


The present value of $1.00 per an- 
num for 30 years at 10% = $9.4269 


4The clauses in brackets are my additions. The 
printer evidently omitted through error the last clause 
which has been appended to make the quoted para- 
graph intelligible and consistent.—Author. 
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The annual sinking fund require- 
ment for 30 years at 4% to equal 
$9.4269 = .01783 times 9.4269 = 
$ .1681+ 


$1.00 (the annuity earned) minus 
$.1681 (sinking fund requirement) = 
$.8319, which is approximately 83% 
of the annuity. In other words 83% of 
the $17,720.08 or $14,707.67, would 
not be needed for sinking fund require- 
ments were a sufficient sinking fund 
allowance deducted from the $17,- 
720.08 to amount in 30 years at 4% to 
the present worth of $17,720.08 per 
year for 30 years at 10%. 


But inasmuch as $15,038.70 figure 
is capitalized, the sinking fund re- 
quirement is even less. That is $15,- 
038.70 capitalized in perpetuity at 
10% is only $150,386+ while $17,720.- 
08 capitalized for 30 years at 10% is 
$167,045.42. Hence the $15,038.70 
figure which is capitalized to give the 
“residual building value’ rests pri- 
marily on the difference between the 


annuity itself and the sinking fund re- 
quirement to accumulate to the pres- 
ent worth of that annuity at the end 
of the annuity period. 


The proper procedure in this case of 
an over-improvement would have been 
to value the land by comparison. De- 
duct an adequate earning on the in- 
come imputed to land and perhaps 
equipment. Then value the worth of 
the declining annuity attributed to the 
building.® 


The two major errors of the pro- 
cedure used in the hypothetical cases 
have been: the assumption that pres- 
ent income will continue on a level 
basis, no matter how hazardous, 
throughout the life of the property; 
and the deduction of a sinking fund 
for replacement of the building value 
at the end of its economic life from the 
annual earning before a base is select- 
ed for capitalization. 


5Babcock, Frederick M., “Valuation of Real Estate,” 
N. Y., 1988, Chapter 28. 
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Percentage of Cities Reporting an Excess, Equilibrium or Shortage of Money for 
Real Estate Loans 


Section and Size of City 


Total for United States and Canada 
New England 

Middle Atlantic 

South Atlantic 


East South Central 
West South Central 
Mountain 

Pacific 

Canada 


Over 500,000 
200,000 to 500,000 
100,000 to 200,000 
25,000 to 100,000.. 
Under 25,000 


District and County Boards 


Capital 
Seeking 
Investment 


Loans 
Seeking 
Equilibrium Capital 
4 90 
100 
90 
85 
94 
88 
100 
93 
ih 92 
2 89 
33 67 
10 80 
pen nee 100 
4 3 93 
6 3 91 
13 5 82 
100 


—from Semi-Annual Survey, National Association of Real Estate Boards, July 23, 1933. 





Financial History Of A Chicago Property 


By JOHN P. HOOKER, M. A. I. 


OST of our ideas and nearly all 
M our laws about real estate are 
of ancient origin. They date 
from the days when nearly all wealth 
was in the land and personal property 
was negligible. Populations were rural 
and lived on the land; wealth and real 
estate were synonymous. The fullest 
protections of the law were given to 
real estate. It became enmeshed in le- 
gal red tape through the desire of its 
owners to give themselves every pos- 
sible legal protection. 


In a fast-changing world we cling 
to the idea that real estate, good old 
real estate, is still the same old reliable 
it used to be. This may be true of 
country real estate but it is certainly 
no longer entirely true of city real es- 
tate, which has lost much of its stabil- 
ity and, like the world, does move. 


Unfortunately it also frequently imi- 
tates the song which commences, “I 
don’t know where I’m going, but I’m 
on my way.” 


City real estate is as uncertain and 
changing as industrial securities. And 
why not? Is it not dependent on indus- 
try? While industry is agile and quick 
to change with changing conditions 
real estate still has a heavy hand. Ev- 
ery action is smothered in past pro- 
cedure. It is the despair of laymen and 
the joy of lawyers, no two of whom 
can agree about it. A tax system a hun- 
dred years out of date oppresses it. 
Pick out fifty adjacent properties in 
any city, and if you can obtain accu- 
rate and complete information about 


them in six months you are a better - 


man than I. After wrestling with it for 
twenty-five years I confess myself baf- 
fled but fascinated with it. 


I recently examined a 25 year audit 
of a Chicago building in the heart of 


the Central Business District. This 
property has been an unusually suc- 
cessful venture. 


The figures have been plotted into a 
series of curves which are most inter- 
esting. The range in gross income, op- 
erating expenses, taxes, and net in- 
come is so extreme that the curves 
look more like the profile of a moun- 
tain range than the earnings and ex- 
penses of a supposedly stable, high 
grade real estate investment. 


The annual rate of return, after 2% 
depreciation on the building, has fluc- 
tuated from under 3% to over 12%. 
For the year 1932 net income is at the 
lowest point in the 25-year period, and 
is still declining during the current 
year of 1933. 


The original cost of the building 
was $1,681,223. Capital expenditures 
have brought this figure up to $1,860,- 
500. The land cost $1,000,000. I have 
taken an arbitrary figure of $2,800,- 
000, which is an approximately cor- 
rect average, on which to base my fig- 
ures. 


Including depreciation, this proper- 
ty has earned just about 200% on the 
investment over the 25-year period, so 
that we can safely say that the prop- 
erty has paid for itself. Remember 
that the computations are based on 
1907 cost for land and building. 


One of the interesting things re- 
vealed by these figures is the rise in 
taxes, which are now over 300% of the 
average figures of the first five years. 


If real estate taxes were replaced by 
an income tax, this income tax would 
have to exceed an average of 29% to 


This paper was presented at a meeting of the In- 
stitute in the Stevens Hotel, June 18, 1933. 
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Average For 
5-Year Gross 


Operating 
Depreciation Expenses Total Expenses Net Income 
$130,335.77 


Income 
$375,086.56 


956.96 


$168 


129.60 


$206 


$42,169.37 


$33,624.46 


306.61 


147 
111 
272 
258 


376.01 


233 
327 
410 
439 


51,394.63 
70,568.75 
110,376.33 
124,800.46 


148,356.92 


223,460.52 


33,624.46 
33,624.46 
33,939.52 


380,682.62 


675.73 


653.73 


439,329.46 


166.07 


641.53 


266,325.67 


682,807.59 


298.23 
191,680.72 


661.88 


285,454.61 


36,848.81 
34,332.34 
37,210.07 


697,960.11 


25-Yr. Average 515,173.27 


323,492.55 
482,699.58 


79,861.91 
141,258.52 


210,786.70 


81,804.34 


344,441.06 


564,503.92 





equal the real estate taxes that have 
been paid on this property. 


The following table shows what in- 
come tax would have to be paid to 
equal present real estate taxes: 


1908-1912 
1913-1917 
1918-1922 
1923-1927 
1928-1932 
1932 
Average 


You will note by reference to Table 
I that during 1908-12 total expenses 
absorbed fifty-five per cent of gross 
income; 1913-17, 61%; 1918-22, 74%; 
1923-27, 63%; 1928-32, 76%; and the 
twenty-five year average is 63%. For 
the year 1932 it went up to 89%. The 
net income would be the difference be- 
tween that figure and 100%. 


Discussion 


Mr. A. C. Houghton (Washington, 
D. C.) : Does that represent the inclu- 
sion of amortization on the building 
and the taxes? 


Mr. Hooker: The depreciation of 
two per cent, operating expenses and 
taxes, and the balance is net income 
after depreciation. This is actual net 
income, cash money. These returns 
were taken off the income tax reports 
as filed with the United States Gov- 
ernment. This is what the building 
took in in actual money and the ex- 
penses it paid,—and then the depre- 
ciation. Note that the cost of the prop- 
erty was $2,800,000. I averaged this 
out at $1,000,000 for the land and $1,- 
800,000 for the building over a twen- 
ty-five year period. 


Hyde W. Perce (Chicago, IIl.): Is 
that per cent of expense to net in- 
come? 


Mr. Hooker: This net income is the 
percentage of gross income. This is the 
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twenty-five year average—37%. In 
other words, including depreciation it 
took 63%. 


Mr. Perce: How do you arrive at the 
37%? 


Mr. Hooker (at the blackboard): 
That is the twenty-five year average. 
The total expenses and the net income 
equal the gross income, and this is the 
way the gross income is split. Adding 
these two will give you one hundred 
per cent of your gross income. I am 
going to approximate them. This is 
gross income; this is total expenses. 


Now, the net income will be the dif- 
ference between these two lines, rep- 
resented in here. This distance in here 
—these different distances fluctuate 
between three minus and twelve plus 
per cent. They run from a little under 
three to a trifle over twelve, and that 
is the range of annual net income on 
this property, which is a highly devel- 
oped property on a valuable corner in 
the heart of the loop, improved to its 
highest and best use, a building that 
has been splendidly kept up, well- 
rented, and successful, and yet that 
has been the range from year to year. 


Mr. E. L. Ostendorf (Cleveland O.) : 
What type of property is this? 


Mr. Hooker: It is an office building 
and stores, right in the heart of the 
loop. It is on one of the very good cor- 
ners in the loop; it has been a well- 
maintained, well-managed building, 
very high-class. It has been well kept 
up, proper books have been kept on it, 
and yet, although there is plenty of 
money back of it so that when repairs 
were needed they were promptly put 
into the property, you have this result. 


Now turn to the curve of net income. 
The one per cent would be $28,000, 
the two per cent $56,000, the three per 
cent $84,000, and so on. At any rate, 
the property started in here in 1908 
and the net income was just a trifle 


under four per cent. It climbed up to 
a little over six per cent in 1909 and 
dipped down to a little under six per 
cent, and then went up to between six 
and seven, then dipped down to under 
six and fluctuated between five and six 
until about 1917, then took a dive 
down to a little over three per cent in 
1918, went up a little, went down, and 
then about 1921 it started on a climb 
and, year by year, during the years of 
our shortage, it took a climb so that 
in about 1926 it got up to about twelve 
per cent, and then it took a dive down 
to ten. Then it got up to twelve again, 
and then it started going down until in 
1932 it was at its all-time low. The 
average of this investment is a little 
under seven per cent plus deprecia- 
tion, so you might say that the owner 
has had four per cent on a straight 
basis on his money, and 100% out of 
his building. That is 200%, and he has 
his property left for whatever it is 
worth today. 


The very interesting thing about 
this is that in 1932, with a gross in- 
come of $564,000, we have a net in- 
come of only $81,000. You will notice 
that the taxes went up about $20,000, 
the operating expenses went up about 
$60,000, and the gross income fell off 
about $111,000. Those are pretty big 
fluctuations. 


Paul A. Kern (Kern & Kern, Inc., 
Pontiac, Mich.) : Why did the operat- 
ing expense go up so rapidly? 


Mr. Hooker: I am unable to tell you 
the intimate details of these figures. I 
came into possession of them because 
I was called in on an income tax mat- 
ter with the Federal Government re- 
garding certain valuations as of 1913, 
and these figures were given to me. 
These figures are off their books for 
these years and had been accepted by 
the government. When I had a confer- 
ence with the government people on 
the matter these were accepted as offi- 
cial figures. I can not answer you as to 
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why the operating expenses or the 
gross income varied from year to year. 
I can only tell you that this has been a 
building which has always been kept 
up and it may very well be that from 
year to year certain major repairs had 
to be put in—possibly new boilers, 
changing over elevators, or any of the 
different things that come up. 


Notice the total expenses. There is 
an expense of $482,000 in 1932, and 
back in 1927, there was an expense of 
$474,000. 


The interesting thing about this 
chart over this twenty-five year period 
is the way gross income and expenses 
and net income jump all over the map. 
If you will go to your five-year aver- 
ages, which are shown below the twen- 
ty-five year average, you will notice 
the same fluctuations there. For in- 
stance, if you will turn to the last col- 
umn on net income on your five-year 
average you will notice that, in the 
first five years, 1908 to 1912, the build- 
ing produced an average rent of $168,- 
956.96. For the next five-year period 
it declined to $147,000 and then, from 
1918 to 1922 it went down further, to 
$111,000. Then, in the next five-year 
period, it took this terrific jump and 
went up to $272,000. The period from 
1923 to 1927 was the all-time high 
during this twenty-five year period 
and then, for the period 1928 to 1932, 
it declined to $258,000 and last year it 
went down to $81,000. That is also 
brought forth if you consult the chart 
of net earnings over here. You can see 
how it went up from 1917-18 and then 
took its nose-dive again. 


The interesting thing about all these 
figures to me has been the difficulty of 
making predictions in advance. If we 
take a capitalization of the net income 
figured on any basis you want—this is 
a building in the heart of the loop, 
fully improved—let’s take it at seven 
per cent for the purpose of argument 


—that certainly would be a good re. 
turn on downtown property; seven per 
cent depreciation. I don’t think we 
could say that that was too low in the 
heart of the loop. 


Now we will take 1908 to 1912. You 
get a valuation of $2,413,671. For 
1913 to 1917 you get a net income of 
$147,306.61 and a valuation of $1,- 
104,380; 1918 to 1923, $1,600,000; 
1923 to 1927, $3,800,000; 1928 to 
1932, $3,700,000. If you want to take 
the year 1932, you get $1,170,000, and 
if you want to take the five-year av- 
erage it is $1,960,000 plus deprecia- 
tion, as compared with this figure for 
the twenty-five year average of $2,- 
738,000. It is a pure coincidence that 
these figures happen to check out so 
close to that rate. 


Mr. Houghton: May I ask whether 
that valuation set-up is expected to 
cover the land value or the increment 
in it? 

Mr. Hooker: This property is on a 
1907 cost. This takes into account no 
appreciation in the value of the land 
since 1907. It does not take into ac- 
count any appreciation there may be 
in the reproduction cost of the build- 
ing. As a matter of fact, this building 
has done a great deal better—it has 
been one of the very good earners 
among the buildings in the Chicago 
loop district. The average building has 
not commenced to do as well as this 
building, and the showing which this 
building has made is far superior to 
the showing of most buildings. 


Mr. E. A. Undeland (E. A. Unde- 
land Co., Omaha, Neb.): Your 1932 
figures are off. Your net income should 
be about forty-some-odd thousand in- 
stead of $81,000 according to your fig- 
ures. 


Mr. Hooker: May I ask how you get 
that? Did the total expenses include 
depreciation? 
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Mr. Undeland: It is included in 


there. 


Mr. Hooker: You add $37,000 anc 
$341 and your taxes and you get— 


Mr. Undeland: You get over $500,- 
000—$582,000 instead of $482,000. 


Mr. Hooker: It is possible that ] 
have made an error. I know the $81,- 
000 is correct. I had to make about 
1,000 or 1,500 computations there. I 
thought I cross-checked them all. At 
any rate, the $81,000 is correct. I tried 
very hard to check all these figures, 
but I am not an accountant and I am 
glad you called my attention to it, be- 
cause I can state that the $81,000 is 
correct. 


Mr. C. E. Reeves (Buffalo, N. Y.): 
It occurs to me that inasmuch as you 
have charged depreciation currently 
annually at the two per cent figure for 
the twenty-five years that then has re- 
tired, in so far as the building is con- 
cerned, about fifty per cent of the cap- 
ital investment, so that then your $81,- 
000 net for 1932 represents approxi- 
mately four and one-half per cent on 
the actual dollar investment. 


Mr. Hooker: I have stated all along 
that this is that per cent plus depre- 
ciation. 


Mr. Reeves: So that your percent- 
ages of 3.9 up to twelve represent a 
net return on the original investment 
and disregard the fact that a large 
part of that original investment has 
been returned to them through the de- 
preciation charge. 


Mr. Hooker: If you want to figure it 
another way ’round you can figure 
that over the twenty-five year period 
the property has earned an average of 
eight per cent net before depreciation. 
It comes out just a fraction over 200% 
if you want to take it on that basis. 
This property has earned eight per 


cent before depreciation, or a little un- 
der seven after depreciation. 


Mr. V. M. Covington (Covington 
Co., Jacksonville, Fla.) : As a result of 
these figures and of what we heard 
this morning, under our definition of a 
property and all, doesn’t this seem to 
indicate that we are undertaking some- 
thing rather serious in profits when we 
try to project and carry out the value 
of a property too far in the future? I 
would like to hear some discussion on 
that, because I think we are going to 
have to change one of the fundamen- 
tal precepts of our appraising. We are 
projecting too far into the future. 


Mr. Hooker: I said in my opening 
remarks that I think we have, to some 
extent, to revise our ideas about city 
real estate. It rises and falls; it is no 
longer as stable as we used to consider 
it. The chart of earnings of this prop- 
erty is an indication of that. Your off- 
hand concept of buying a piece of 
property is that over a term of years 
you want to enjoy stable earnings. In 
other words, when the average man 
goes to buy an operative property his 
notion of it is that his earnings will be 
reasonably straight. The curve may 
waver a little like this, but as a matter 
of fact, this doggone thing goes all 
over the lot! 


There wasn’t a five year period dur- 
ing this twenty-five year period in 
which a man relying on the average 
expenses or taxes of the previous five 
year period could base an accurate es- 
timate. None of his predictions on the 
preceding five years would come true 
if he carried them out for another five 
year period. 


Mr. Houghton: I notice that you 
have carried your costs of 1907, which 
were at an entirely different cost va)- 
ue level, with those of 1927. Your in- 
come has taken on the _ increase 
brought about by increased costs at 
that period, and by demand. There is 
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an unusual condition there as a result 
of the war. If that part were wiped 
out, we would regain some sort of av- 
erage, it would seem to me. 


Mr. Hooker: That ten year period 
is what sold the investment out and 
produced this average. This is when 
all the value came in, right here. For 
the first fifteen years of the invest- 
ment, as a matter of fact, it slowly slid 
down hill. Then it took this marvelous 
jump and then it started sliding down 
again. 


Mr. Slonim: May I ask why the de- 
preciation factor is a constant for fif- 
teen years, and then you suddenly 
make it a variable factor? 


Mr. Hooker: Again I can only say 
that I went by the record which was 
given me. I cannot go back of the fig- 
ures. They are official figures off the 
books of the property, accepted by the 
government. Why the operating ex- 
penses jumped around for different 
years I do not know. 


I want you to turn to Chart III and 
look at the taxes. You will notice that 
over a twenty-five year period the tax- 
es have risen from a trifle over $40,- 
000 up to over $140,000. The 1932 
taxes were 350% of the 1908 taxes. 


The average taxes, if you go back 
to your five year averages, are $79,- 
861.00, just about twice the amount 
they were to start with, that is, the 
average for the period is about twice 
what they were to start with. Of 
course, you will notice that during the 
fifteen year period while the income 
went down, the taxes went up. We are 
over-taxed. 


Suppose we did not have any real 
estate tax. Suppose we had an income 
tax on property. Just imagine what a 
terrible squawk would come up if a 
30% income tax on real estate were 
imposed! Yet, that is what we are 
bearing. Last year, for the year 1931, 


in Chicago I believe that a lot of prop- 
erties were paying more than 63% of 
their income after operating expenses, 
in taxes. 


If we ever get, in this and other cit- 
ies, the rule that taxes should be lim- 
ited to 1% of the fair value of a prop- 
erty, then we shall probably see real 
estate on the road to recovery. I don’t 
think prosperity is ever going to come 
back while we have to pay the taxes 
we are now paying. 


For some time, I have been advocat- 
ing audits of property. There isn’t one 
property owner in a hundred who 
keeps his books right. How many gen- 
tlemen in the audience have seen a ten 
year audit of property? (9); How 
many have seen a fifteen year audit? 
(5); How many have seen a twenty 
year audit before this morning, when 
Mr. Levy brought his figures in? (2); 
How many have seen a twenty-five 
year audit? (1). 


Here is an audience of appraisers. 
Nine have seen a ten year audit, five a 
fifteen year audit, two a twenty year 
audit, and one a twenty-five year aud- 
it. I will be perfectly frank. I have 
been in the real estate business in Chi- 
cago for almost twenty-five years and 
I have been able to get two long term 
audits, and that is all. I know it is very 
difficult to get them. If more properties 
were properly audited I think all of 
us would know a whole lot more about 
real estate than we do. 


Take these figures home and study 
them. Monkey around with them a lit- 
tle. Make some figures; you will find 
them rather interesting. 


Chairman Hall: It seems to me that 
the type of information which we re- 
ceived this morning on detailed opera- 
tion of a building over a period of 
years, is just the type of information 
which we need to a greater extent. It 
is not possible to make accurate pre- 
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dictions. I am not the seventh son of a 
seventh son, and neither, I judge, are 
any of the rest of you, but when we 
are buying a piece of property, if it is 
an income property, we are interested 
in the income the property will pro- 
duce because that is what we hope to 
get out of the property. So it is neces- 
sary for us to take the future income 


into consideration in arriving at our 
values. 

The more information of this nature 
we can secure to find out the actual 
experiences of buildings, the operat- 
ing income and expenses, the better 
position we will be in to estimate so 
far as possible the future life and fu- 
ture income of the property. 


e¢ ¢ © 


The Modern Appraisal Kit 


The writer recently created for his 
own Appraisal Department an Ap- 
praisal Kit. It consists of a large black 
grained leather brief case, in which 
have been made a number of compart- 
ments, accommodating many articles 
which have been found to be not alone 
useful and convenient, but frequently 
very necessary. The case may be kept 
locked to insure the presence of its 
contents when required by the ap- 
praiser or operator. The Appraisal Kit 
contains the following: A camera with 
sharp, fast lens, as many photographs 
are taken, not alone of the appraised 
property but of the surrounding 
neighborhood including other proper- 
ties or conditions that may have an ef- 
fect on a final conclusion, adversely or 
otherwise. Then there is a magnetic 
compass enclosed in a silver watch 
case, which is most helpful in field 
work, where no other means of identi- 
fying points of compass are at hand. 
Another item is a traffic counter made 
to fit the palm of the hand and about 
the size of a large walnut. This coun- 
ter has four sets of figures and is used 
in counting automobiles and pedes- 
trian traffic. Then there is a teleheight, 
an instrument used to determine 
heights of buildings, a necessary fac- 
tor in calculating their cubical con- 
tent; and a planimeter (used in con- 
junction with the teleheight), a device 
used to determine from plans the 
square foot area of buildings or land. 
A steel tape and a steel rule which can 


be used as a flexible tape or a straight 
9-foot rule making it possible to reach 
up on the outside of buildings, or to 
measure ceiling heights in the interior 
of buildings without the use of box or 
step-ladder. An electric flash light,— 
used to pilot the appraiser through 
dark places. A set of drawing instru- 
ments and small wooden drawing 
board, on reverse side of which is 
locked a “T” square and two tri- 
angles; a box of colored crayon; two 
metal ink bottles,—one containing red 
and the other black ink, a box of post- 
age stamps and envelopes enabling 
field men to mail back to the Home 
Office, films, maps, and plans. The lat- 
ter can be photostated, enlarged, or 
reduced and made ready for the ap- 
praiser’s return, to make the final dic- 
tation. Another box contains rubber 
bands, erasers, etc., and a file contain- 
ing a complete assortment of appraisal 
stationery. Recently, an “altimeter” 
has been added to the kit. The instru- 
ment is fastened around the waist of 
the field man and used to record topo- 
graphical elevations on right-of-way 
appraisals or those involving large 
land areas. This complete Appraisal 
Kit, including the specially made 
leather case, but not including the “‘al- 
timeter” cost the writer about $180, 
while the ‘‘altimeter’”’ cost $150. The 
kit has proved of great importance on 
many an appraisal assignment.—From 
“Real Estate Appraising,” by James 
D. Henderson, M.A.I. 





New Problems For The Appraiser 


By STANLEY L. MCMICHAEL, M. A.I. 


distant past when an appraiser, 

with utmost confidence, would 
willingly accept almost any kind of an 
assignment, proceed to make his inves- 
tigation carefully, then formulate with 
reasonable accuracy and certainty a 
report of his findings. And, in most 
cases, provided he knew the funda- 
mentals of his profession and was 
thoroughly honest, he was correct, 
within a reasonable margin, in the 
value finally arrived at. 


T aistan was a time in the not long 


Today the conscientious and com- 
petent appraiser accepts employment 
with reservations, confident that he 
can render a well-considered and war- 
ranted opinion but demanding that he 
be given fully all of the facts and in- 
formation he requires and asking suf- 
ficient time to complete his study and 
transcribe his impressions and opin- 
ions into a definite report. He is not 
so sure, any more, that he knows 
everything there is to know about ap- 
praising! 


The wail goes up on many sides: 
“There is no basis on which you can 
fix values’. In the existing distressed 
condition of the real estate market 
during the present spring of 1933, it is 
sometimes difficult to fix definite val- 
ues, supported by convincing evidence 
sufficient readily to substantiate them. 
With an entire absence of sales rec- 
ords for several years, rental sched- 
ules blasted far below their reasonable 
level due to erratic economic condi- 
tions, many tenants failing or abso- 
lutely declining to pay rent, an almost 
entire lack of confidence or demand on 
the part of the investing public, with 
speculators mere memories of the dim 
and distant past, it is sometimes puz- 
zling for the present day appraiser to 


marshal facts and figures on which to 
support predicated values. In the 
meantime physical depreciation forges 
ahead rapidly due to the disinclination 
or inability of property owners to 
spend money for repairs or even ordi- 
nary maintenance. Obsolescence, that 
grim monster that thrives on depressed 
economic conditions, stalks abroad, si- 
lently but ruthlessly blasting its way 
through the weeks, the months, and 
the years. 


During the earlier part of the past 
decade, the flush times of real estate 
expansion, every real estate man con- 
sidered himself an expert appraiser. 
All he did in most cases, was cheer- 
fully to confirm an owner’s opinion of 
value and express sublime confidence 
that the property would increase sub- 
stantially in value. The strange part 
about it was that he was very fre- 
quently right. America was enjoying 
a steadily advancing price market. 
Real estate, bought almost anywhere, 
at anything like a then considered rea- 
sonable price, was almost certain to 
increase in price, if not in value, with- 
in a reasonable period. Truly, those 
were the days when appraisal “ex- 
perts” flourished throughout the land. 


Those were the days too, when the 
banks, the savings and loan and the 
mortgage companies thought it was 
wise to hire their so-called ‘‘apprais- 
ers” at office boy compensation. One 
of these valuating marvels would hop 
into his Ford car, visit twenty or thir- 
ty properties a day, jot down an esti- 
mate of value as he stopped at each 
one for a moment enroute and turn in 
his report at the end of a hard day’s 
work (hard for the car!). Subsequent- 
ly there rolled out from the banks, the 
loan associations, and the mortgage 
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companies vast volumes of mortgage 
funds, chief consideration being given, 
not to actual or even reported apprais- 
al values, but to the fancy bonus the 
institution in each case was receiving 
for making the loan. Now, unhappily, 
the banks, loan associations, and the 
mortgage companies possess much of 
the property on which they loaned, or 
may before they set their houses in 
order once more. 


Even today a lot of these institutions 
do not know what values actually are, 
or how to arrive at them. Some execu- 
tives in charge are beginning dimly to 
comprehend that an entirely new deal 
is in store for their appraisal depart- 
ments before a general resumption of 
loaning on real estate can be proceed- 
ed with. — 


Out of the chaos into which real es- 
tate has been flung by irresistible eco- 
nomic forces in these recent times will 
come new standards and new prac- 
tices. These, fundamentally, will be 
based on sound determination of value 
and only thoroughly qualified and cer- 
tified appraisers should be accepted as 
being worthy of furnishing opinions. 
To those already qualified or anxious 
to become so, I address a few observa- 
tions on some of the factors which will 
enter largely into future determina- 
tion of value of real property. 


At the outset, it becomes necessary 
to revise old codes of appraising prac- 
tice and adopt practices which can be 
justified under new and changed con- 
ditions. The old plan of making mere- 
ly skillful guesses at value must be re- 
placed by methods which call for ac- 
tual proof. Residential properties will 
continue to be valued on a basis of re- 
placement costs, taking into consider- 
ation various pertinent factors relat- 
ing thereto. Investment properties 
may be weighed and valued on a basis 
of their income productivity coupled 
with the present worth of their future 


benefits. While acceptable methods 
for attaining this end have not as yet 
been fully evolved and may be subject 
to varying changes from time to time, 
nevertheless enough is already known 
to standardize the practice to a degree 
that makes the valuation of income 
properties a comparatively simple 
matter. 


The appraiser’s greatest need, at 
the moment, is more knowledge deal- 
ing with the perplexing problems in- 
volved. Valuators particularly require 
a wider .knowledge of the economic 
background on which this country was 
built and on which real estate solidly 
rests today, than ever before. 


What are some of the fundamental 
factors which appraisers must keep in 
mind in approaching the valuation 
problem from this time on into the 
future? Some of these have been com- 
ing into existence during the past sev- 
eral years while others seem to be just 
appearing upon the horizon. All of 
them, however, are likely vitally to 
affect results in individual appraisal 
problems. 


Population 


Consider, at the outset, the problem 
of population increases. Appraisers 
have long considered it axiomatic that 
increase of population in a given area 
has a direct relation to increases in 
neighborhood property values. A stat- 
ic or slow growing community feels 
little stimulation for real estate expan- 
sion. Sales are few and the element of 
speculation is entirely absent from the 
picture. Areas which are expanding 
rapidly in population feel the quicken- 
ing impulse of investment buying and 
speculation. Sales are frequent, build- 
ing is active, speculators buy and sell 
in the hope of making speedy profits 
and not only prices but values, as rep- 
resented by rentals, respond to these 
stimulating factors. 
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What do we, as appraisers, find con- 
cerning this subject of population? 
We recognize that with the cutting of 
immigration quotas, about as many 
persons are leaving American shores 
every year as are coming here. The 
death rate approximates about one 
half of the birth rate, if I remember 
rightly. Statisticians tell us that by 
1950—and 1960 or 1970 at the very 
latest—the United States as a whole 
will probably cease growing in popu- 
lation, that it will then remain prac- 
tically static, as Europe has remained 
static for decades. That certainly 
means that every city will have enough 
subdivision lots and to spare, that there 
will be an abundance of parcels avail- 
able for business and multiple dwell- 
ing purposes and that speculation in 
vacant land will have come to an end. 
In the face of such a condition fifteen 
to thirty years hence, what are the val- 
ues of thousands upon thousands of 
present day vacant lots, suitable for a 
large variety of purposes which have 
been and are being subdivided upon 
the borders of hundreds of cities 
throughout America? 


Shall we ignore this approaching 
condition or shall we decide to dis- 
count more or less, all speculative val- 
ues against the day when their utter 
exhaustion takes place? 


To what extent should every ap- 
praiser consider the vital subject of 
decentralization in appraising proper- 
ty in, and adjacent to, the larger cit- 
ies? Most students of real estate agree 
that very few American cities are now 
growing in population. The depression 
too, has shuffled the population 
around. The trend towards city life 


ended about 1925 or 1926 and has. 


slowly reversed itself to the wide open 
spaces. 


Business Districts 


Down town sections of most of the 
larger cities are absolutely static, if 


not suffering retrogression at the pres- 
ent time. The automobile has throttled 
business activities in many of them 
and shoppers are loath to go down to 
central business districts except on ex- 
traordinary bargain hunting sprees. 
Huge department stores vie with each 
other in promoting price cutting sales 
at which goods are almost given away. 
This is steadily killing off minor com- 
petitors of these stores in the down- 
town areas. Vacancy units increase 
and where many small merchants are 
still doing business they are suffering 
losses and failing to remit rents to 
their landlords. Whether this condi- 
tion will right itself when buying pow- 
er is restored by better economic con- 
ditions remains to be seen. In the 
meantime new outlying business sec- 
tions are soaking up much of this di- 
verted buying power, lowered in vol- 
ume and capacity, it is true, but val- 
uable nevertheless. The housewife is 
learning in many instances that she 
can shop as economically in the outly- 
ing areas as downtown and at far less 
physical discomfort. With rental pro- 
ductivity visibly lowered in downtown 
areas, how shall the appraiser ap- 
proach the duty of establishing the 
present worth of future benefits in 
a downtown district subject to such 
a questionable future? Can it be 
done by involved mathematical proc- 
esses or otherwise? It seems to me that 
only the calm, seasoned judgments of 
appraisers, with studious backgrounds 
of experience and accomplishment, 
can finally be relied upon to answer 
these problems. It means that compe- 
tent appraisers must acquire and in- 
telligently use more factual data in 
solving future problems and in elim- 
inating the degree of error involved in 
making most appraisals. 


Appraisers must keep definitely in 
mind the changing economic condi- 
tions to which downtown property of 
all kinds is being subjected. Deprecia- 
tion and obsolescence of buildings of 
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all kinds is steadily progressing. Dim- 
inishing business profits of tenants is 
curbing and extinguishing rent paying 
abilities. Landlords consequently are 
not maintaining their properties as 
they should. Vacancies in large num- 
bers are occurring; and, when re-rent- 
al takes place often a lower and pos- 
sibly an objectionable type of business 
intrudes. A downtown central business 
area, always surrounded by a non-de- 
script collection of formerly high 
grade homes which have degenerated 
into boarding houses of all kinds and 
types, now often translated into blight- 
ed areas, is naturally hemmed in with 
this low grade buying power, and must 
depend for more profitable trade on 
higher grade residential districts far- 
ther out, whose occupants for the most 
part, visit the downtown area by au- 
tomobile. This is frequently so difficult 
and uncomfortable that it is found that 
this favorable class of buying power 
is, to an increasing degree, deserting 
the downtown areas and doing busi- 
ness at strategic outlying business cen- 
ters which are steadily attracting and 
capitalizing this buying power into 
higher land values at such locations. 
Just at the moment, and in the absence 
of any decided impulse for a renewal 
of downtown business activity on a 
large scale, the outlook for central 
business district values is uncertain 
and vague. 


A re-alignment of business proper- 
ty values, particularly, is likely to fol- 
low the steadily advancing tendency 
for suburban growth due to the con- 
tinued use of the automobile but par- 
ticularly due to the appearance of the 
five day work week, now so generally 
in vogue in many of the larger cities. 
Do not wait longer for the coming of 
the five day work week— it is actually 
here, to the extent of probably 25% of 
the gainfully employed persons in cit- 
ies. That it will be extended in the fu- 
ture, to me seems certain. Apart from 


economic effects of this change, con- 
sider its affect on land values. It means 
a further accelleration of the tendency 
to decentralize trade. Business centers 
will be more far-flung than ever. Thou- 
sands of “small farm” homes, from 
one half to two acres in size, probably 
will crop up in the suburban districts 
of cities during the next decade. Stra- 
tegic cross roads of commerce, now im- 
proved with a couple of gas stations 
may become town sites of importance 
a decade hence, surrounded by rela- 
tively populous districts of residents 
who will be able and willing to trade 
in their own home neighborhoods. The 
appraiser must indeed have a discern- 
ing mind and an appreciative and crit- 
ical eye when called upon to appraise 
suburban acreage which today may be 
almost vacant and which five years 
hence, may become the throbbing 
heart of a newborn business commu- 
nity. 


Valuation of Buildings 


Equally perplexing are some of the 
problems which appraisers face in 
connection with the valuation of 
buildings. Depreciation and obsoles- 
cence progress steadily regardless of 
time or place. New building materials 
and devices and methods of construc- 
tion are daily being created, cheapen- 
ing and improving old practices and 
lowering the factors of reproduction 
cost to standards where values in ex- 
isting structures are in some cases dim- 
inishing rapidly, while an uncompre- 
hending public looks on complacently. 


It is true that building costs are re- 
markably cheap at the moment and 
yet one can conceive that a building 
erected today may be worth more 
money several years hence, regardless 
of the offset for depreciation and pos- 
sible obsolescence, by reason of ad- 
vancing price levels of building com- 
modities and labor. The blight of ex- 
isting low prices, however, attaches 
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itself to old types of buildings which 
are rapidly outwearing their useful- 
ness and which must, in the course of 
a short time be replaced if economic 
rent is to be obtained from them. This 
return of income will depend, in large 
measure, upon resumption of business 
and industry, and the demands they 
will make for new structures, and the 
adaptation of old buildings to new and 
more modern uses. Obsolescence has 
probably never been reaping as heavy 
a toll on building in American cities as 
at the present time. 


An impending housing shortage in 
America promises a _ revolution in 
home building practices. Probably no 
type of construction is quite as waste- 
ful and slow as that of building houses. 
While the material mass involved is 
less, the building of a motor car is a 
much more involved process than con- 
structing a home, yet motor cars are 
turned out in mass production at tre- 
mendous speed and amazingly low 
prices. It is reasonable to suppose that 
a strong demand for houses will bring 
forward new, novel, and inexpensive 
methods for building them, lowering 
the price level per unit, and bringing 
down to new low levels the depreciat- 
ed values of existing structures which 
remain in competition with the new 
offerings. These facts must be kept in 
mind by the appraiser in valuing ex- 
isting residential buildings. Processes 
for establishing the present worth of 
future benefits of buildings may re- 
main the same mathematically but 
they are going to be subject to vast 
variations as far as invention of ma- 
terials and construction methods may 
have their way. 


Governmental Activities 


Governmental activities both at 
home and abroad as translated into 
prices of money, the interference of 
trade through the raising of tariff bar- 
riers and similar factors, will doubt- 


less have important effects on the val- 
ue of real estate in this country. What 
President Roosevelt and the Congress 
does or does not do in the next few 
months will doubtless affect real es- 
tate vitally. We, as appraisers, must 
watch progress of all governmental ac- 
tivities for they vitally affect our judg- 
ments of value as they become trans- 
lated into economic gains or losses. 


Governmental action, National, 
State, and Local, in regard to taxes 
must be watched carefully; for we 
must realize that every dollar in taxes 
saved on real estate, translates that 
dollar into a larger return imputable 
to land. As maintenance costs are low- 
ered, this means that rentals received 
can be converted into profits for the 
owners of land. 


Recent inflationary actions by the 
United States government in regard to 
issuance of new currency will doubt- 
less result in higher commodity prices. 
Real estate is certain to advance with 
the rest of them. This will stiffen rent- 
als; and higher price levels for real 
estate will eventually result. These are 
matters which appraisers must care- 
fully study. Be a constant student of 
economic matters; for appraising, in 
the final analysis, is one of the most 
difficult and exacting procedures that 
any man can be called upon today to 
do, and it is linked directly to many 
economic factors. 


There is no one who should know 
more about the reasons for booms and 
depressions and the psychology of the 
conditions surrounding each, than the 
expert real estate appraiser. Opinions 
of value are given by appraisers as of 
given dates and may reasonably vary 


_ from time to time, due to new condi- 


tions which may appear in the eco- 
nomic life of the community and na- 
tion. Do you know what causes a 
boom? Why booms are ultimately fol- 
lowed by depressions and panics? If 
not, get busy and find out the reasons 
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for both. It will temper judgment and 
season your opinions regarding many 
phases of real estate activities and 
values. 


A principle appraisers must keep in 
mind more and more, is based on the 
observation made by Frederick M. 
Babcock when he declared that an ap- 
praisal must be predicated upon a 
stated program of utilization. This de- 
termines the highest and best use to 
which a property can be put and then 
weighs the possibilities of obtaining 
an income based on that assumption. 
Some properties can be easily adapted 
to their highest use while others are 
encumbered with improvements or 
lease conditions which prevent such 
use. 


It seems to me that one of the great- 
est tasks appraisers face is the accu- 
mulating of factual data of a reliable 
and understandable character to be 
used as the basis for determining war- 


¢ 


ranted values in many classes of prop- 
erty. Some research has been conduct- 
ed into the problems of costs of oper- 
ating office, commercial, and apart- 
ment buildings; but it has been frag- 
mentary and subject to change in dif- 
ferent sections of the country. Through 
concerted action taken finally by the 
American Institute of Real Estate Ap- 
praisers, a comprehensive program 
providing for the accumulation of fac- 
tual data which shall be kept up to 
date through regular additions and re- 
visions, shall a firm foundation finally 
be created for an appraisal technique 
which shall be uniformly helpful in 
all parts of this vast country. Such a 
program must be evolved in our Amer- 
ican Institute of Real Estate Apprais- 
ers and the duty of making contribu- 
tions assigned to member appraisers 
in all parts of the country, the data 
finally being woven into a compact 
and usable plan, by a committee rep- 
resenting our national body. 


¢ 


Percentage of Cities Reporting Rising, Steady or Falling Interest Rates on 
Mortgage Money 


Section and Size of City 
Total for United States and Canada 
New England 
Middle Atlantic 
South Atlantic 
East North Central 
West North Central 
East South Central 
West South Central 
Mountain 
Pacific 
Canada 


Over 500,000 

200,000 to 500,000 
100,000 to 200,000 

25,000 to 100,000 

Under 25,000 

District and County Boards 


Rising Steady Falling 
24 65 11 
8 59 33 
20 65 13 
13 74 13 
35 56 9 
22 78 
wee 100 ~_ 
29 64 7 
36 64 oi 
24 61 15 
100 
37 50 13 
37 63 shina 
18 67 15 
29 65 6 
16 72 12 
14 61 25 


—from Semi-Annual Survey, National Association of Real Estate Boards, July 23, 1933. 





Comment And Discussion 


De Mara — On Forecasting Income 


cult at the present time, in view of 

the rapidly changing economic 
conditions, to forecast the income from 
a property, the rental of which is 
based on a percentage of sales. For the 
past two years with falling commodity 
prices it was very desirable for tenants 
to secure percentage leases; during 
the past month with commodity prices 
rising and with inflation becoming a 
fact instead of a possibility, the own- 
ers in my experience are more agree- 
able to percentage leases and the ten- 
ants more reluctant to make them. 


|: my opinion it is particularly diffi- 


As the income from a property un- 
der a percentage lease is a direct ratio 
of the volume of business done ex- 
pressed in dollars, the first part of the 
problem resolves itself into forecast- 
ing the volume of business that a mer- 
chant will do in the location; the sec- 
ond part of the problem then is to 
forecast the trend of commodity pric- 
es, or in other words the future value 
or purchasing power of the dollar or 
unit of currency. It is significant that 
in the past two years many leading 
Chains have shown an increased vol- 
ume expressed in amount of merchan- 
dise sold, but with a drastic decline 
expressed in terms of dollars. Of 
course the dollar sales from week to 
week or month to month indicate defi- 
nitely the present earning value of the 
property, but in order to arrive at a 
fair estimation of the freehold it is 
certainly necessary to make an esti- 
mate of the future earnings. 


In my opinion the first step is to se- 
cure a statement from the tenant of 
the amount of business done over a pe- 
riod of at least the three previous 
years in as nearly a comparable loca- 
tion as possible. This would form the 


basis for estimating the volume of 
business that the tenant will do. 


The second step and one that is not 
encountered in a straight lease, is to 
make a forecast of the probable trend 
of commodity prices. This would ma- 
terially increase or decrease the dol- 
lar volume of business, and is some- 
thing that is entirely beyond the con- 
trol of the tenant. 


Then, of course, the usual estimate 
would have to be made as to the prob- 
ability of the general growth of pur- 
chasing power in the district, and as 
to the future of the particular city or 
district in the city. These, however, 
are conditions that are not new and 
would apply to percentage leases in 
the same way they would apply to any 
other type of lease. Once the valuator 
has arrived at his opinion of the prob- 
able income in dollars over the period 
of the lease, the method of applying 
this to capital value would not vary 
from the usual methods employed in 
connection with other types of leases. 


Cyril R. De Mara, M.A.I. 
Hamilton, Ontario, June, 1933. 


Musch — On Professional Ethics 


T is my idea that any society of a 

professional character should in no 
way be used for advertising with a 
view to benefiting one’s business. A 
mention that one is a member of such 
a body is permissible, because it sim- 
ply establishes one’s connection with 
it. And even this mention should be 
conservatively done and with as little 
fuss as possible. The “‘bally-hoo” that 
some of the members have been doing, 
to my mind, removes them from the 
Institute as far as their professional 
standing as appraisers is concerned. It 
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cheapens not only them, but the Insti- 
tute as well. They’re in it for what 
they can get out of it! A connection 
with a professional organization is 
made by professional men with a view 
of benefiting the organization through 
member affiliation. 


I can readily understand why this 
seeming thoughtlessness in permiscu- 
ously plastering the public with M. A. 
I., the seal of the Institute, the repro- 
duced Certificate, its pin, and what 
have you. The Institute is made up of 
men of mixed interests. Fundamental- 
ly, a goodly percentage of them are 
successful real estate salesmen. Their 
enthusiasm made them _ successful. 
Through the commercialization of 
their ability, they have become promi- 
nent in the real estate field. There is 
no criticism. But to reconcile the fac- 
tors that make exceptional salesmen 
with those factors which are funda- 
mental to good real estate appraising 
is, in most instances, psychologically 
doubtful. The high appraisals of 1928- 
29 demonstrate this. 


We can hold no one at fault because 
the opinions were, no doubt, honestly 
arrived at through what information 
was considered essential. And, too, we 
cannot overlook the fact that the per- 
sonalities clash—the appraiser must 
be a thinker, the salesman must be an 
enthusiast. The appraiser sells over a 
span of years, and the salesman sells 
in the present market. 


So, naturally, the salesman treats 
the Institute as he does his other com- 
modity—does everything possible to 
bring his connection with it before the 
public at once. Real estate can be han- 
dled in that manner, but not the ap- 
praising of real estate. The one is ma- 
terial, the other—thought. 


The first thing to do is to divorce, in 
our own minds, the one from the other. 
Let us not, in our printed matter, refer 


to the Institute other than by the use 
of a printed line establishing our con- 
nection with it. The seal of the Insti- 
tute has no more place on our forms 
and stationery than does the college 
seal have its place on the prescription 
of the graduate physician, or on the 
brief of the lawyer. 


The M. A. I. designation, I am re- 
luctant to use because of its similarity 
to, and therefore its suggestiveness of 
a college degree. It seems to me a bit 
misleading. I will prefer a single line 
as mentioned above, which leaves 
nothing in doubt and serves the same 
purpose. To use both would not only 
result in duplicity but confusion to the 
reader as well. I think, also, that the 
appraisal itself reflects the thought 
and ability behind the opinion in- 
volved, and that M. A. I. after a signa- 
ture will not make up for any of its 
short-comings. 


The Institute cannot flourish as a 
professional body without expressed 
dignity in our printed matter, and the 
simpler the rules governing the re- 
strictions, the better it will be for all 
of us. The commercial aspect must be 
entirely removed. 


To make the Institute a valuable or- 
ganization of itself, membership 
should be contingent upon the yearly 
contribution of a piece of research des- 
ignated by the proper committee and 
assigned by it to groups of members, 
the findings of each individual of the 
respective groups to be compiled by 
that committee and returned to the 
members at large. I think this latter 
suggestion most valuable in quickly 
establishing the professional standing 
of any organization. Such a method- 
ical effort would do much to reconcile 
opinion and would soon tend to sim- 
plify much that is now confusion. And 
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it would stamp our members as real 
appraisers. 


Henry Musch, Jr. 


New Haven, Connecticut. 
February 24, 1933. 


Layden — On Professional Ethics 


ROM the beginning, the Institute 
membership has been limited ex- 
clusively to individuals. It is a profes- 
sional organization wherein the mem- 
bers must have certain requisites im- 
possible for anybody but an individual 
to have. “A corporation is an artificial 
person created by law for purposes 
which natural persons would be un- 
able to accomplish. As a legal person 
it is invisible, intangible, and immor- 
tal.”” No such person could appear as 
an expert witness in a condemnation 
suit—no such person could join the In- 
stitute, and no such person is entitled 
to either the use of the emblem or the 
initials M. A. I. 


In partnerships, the individual part- 
ners must become members of the In- 
stitute and the only instance where a 
partnership would be entitled to use 
the emblem would be where all part- 
ners were individual members of the 
Institute. Often an engineer and an ar- 
chitect will form a partnership to bet- 
ter handle such business as they may 
get, but in this and many other states 
they are not allowed to use the desig- 
nated “architect” and “engineer” un- 
less each member is both an architect 
and an engineer. Their stationery, ad- 
vertising, et cetera, cannot generally 
state “Members of the American In- 
stitute of Mechanical Engineers’’, or 
“Members of the Architects Institute”’ 
unless all members so belong. Their 
affiliations must be designated individ- 
ually. 


A degree from a university to an in- 
dividual does not allow all members 


of any firm with which he may be 
connected, or the firm itself, to use the 
title such as A.B., L.L.D., et cetera. In 
my opinion this same condition should 
obtain in the American Institute of 
Real Estate Appraisers. 


I am a member of a firm of Realtors, 
but no other members of the firm, nor 
the firm itself, in any way use the em- 
blem or the initials M. A. I. on their 
advertising, stationery, et cetera. 


On the other hand, the Institute is 
young and, as yet, realtively unknown 
and any advertising that it can get 
will, I believe, be to its advantage and 
the advantage of all the members. I 
also believe that the members are en- 
titled to the use of the emblem or the 
initials M. A. I. if they are used in such 
a way that there can be no mistake as 
to just who the member is. 


To solve this situation in my case, no 
advertising, stationery, et cetera, of 
our firm will carry any reference to 
the Institute, but I will have my own 
private stationery carrying the em- 
blem for use in connection with any- 
thing having to do with the appraisals 
or appraisal work of my own. 


A. L. Layden, M. A. I. 


Los Angeles, California. 
April 4, 1933. 


Ferguson — On Professional Ethics 


RTICLE VI, Section I of our Rules 

of Professional Ethics states: “It 

is unethical for an appraiser to issue 
an appraisal report for a fractional 
part of a property, unless he specifical- 
ly states that the value reported is in- 


validated if used in making a summa- 


tion appraisal of the property as a 
whole.” 


Question 1 


Does this regulation apply to the 
valuation of properties such as those 
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owned by a gas company when that 
company is a going concern and the 
purpose of the valuation is for consid- 
eration by a Public Utilities Commis- 
sion for the determination of rate mak- 
ing, the valuation to be given in testi- 
mony before the Public Utilities Com- 
mission and subject to cross examina- 
tion? 


Question 2 


Should a real estate appraiser re- 
fuse to value ground alone owned by 
such Public Utility Company if he 
were not expecting to give testimony 
and without the above invalidated 
clause? 


Answer 1 


It would seem perfectly proper for 
an appraiser to value the land alone 
for rate making purposes. In direct or 
cross examination he would have am- 
ple and full opportunity to state, and 
should so state that his appraisal 
would be invalidated if used for any 
other purpose. Again, the principal 
object of the Standards of Practice 
and the Code of Ethics is to obtain as 
precise as possible a true value of any 
property under consideration. 


The ideal value generally might be 
said to be where the improvements oc- 
cupy the highest use. Certainly this is 
true in the case of the average prop- 
erty used by a Public Utility and 
would be entitled to a value consistent 
with its reproduction cost less phys- 
ical depreciation. It would therefore 
seem that no improper use or injury 
would accrue in the appraisal of the 


land only under these circumstances. ; 


Answer 2 


It would clearly be in violation of 
Article VI as written if an appraiser 
appraised the ground alone. The fact 
that it was a Public Utility would not 
enter into the matter at all. The oppor- 


tunity to misuse the appraisal would 
be the same as in any other fractional 
appraisal. 


W. E. Ferguson, M. A. I. 


Baltimore, Maryland. 
February 17, 1933. 


Ostendorf — On Professional Ethics 


Answer to Question 1 


HE Standards of Practice specifi- 

cally state that they “deal with ap- 
praisals of properties exclusive of ag- 
ricultural, industrial, Public Utility, 
mineral and forest properties.” I, per- 
sonally, do not feel that it is possible 
for a real estate appraiser to give a 
fair appraisal as to market value of 
Public Utility property in use unless 
special study be given to that subject. 


Answer to Question 2 


A real estate appraiser should not 
refuse to value ground only, owned by 
such a Public Utility, if he is not ex- 
pecting to give testimony and without 
the invalidating clause. 


When a Public Utility is in a sub- 
stantial operating condition, it is my 
opinion that the only fair method for 
appraising is by the summation pro- 
cedure. 


E. S. Ostendorf, M. A. I. 


Cleveland, Ohio. 
March 17, 1933. 


Shattuck — On Professional Ethics 


Answer to Question 1 


N my opinion the regulation should 

not apply. There should however be 

a condition contained in the Appraisal 

Report stating that the sole purpose of 

the appraisal is for the determination 
of rates to be charged the public. 
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Answer to Question 2 


In my opinion a real estate apprais- 
er should not refuse to value the land 
alone, owned by such a Public Utility. 
There should however be a condition 
in the Appraisal Report stating that 
the sole purpose of the appraisal is for 
the determination of rates to be 
charged the public. 


Chas. B. Shattuck, M. A. I. 


Los Angeles, California. 
March 10, 1933. 


McMichael — On Professional Ethics 
Answer to Question 1 


O, the regulation should not apply 
in such a case as indicated. Un- 
der practically all state laws, gas com- 
panies have the right to fix their rates 
on the basis of a reasonable return on 
their investments, carrying charges, 
etc. Properties of public utilities are 
alike, in many ways, with service 
properties used by governmental units 
and the replacement appraisal method 
may be used for their valuation. The 
appraiser should have the right to use 
the replacement method in the above 
valuation and make a fractional ap- 
praisal if he so desires. 


An exception to the above should be 
definitely noted if the gas company 
proposes to sell an income property 
which it is not using and a buyer pro- 
poses to acquire it as an investment. 
For instance, if a value was being de- 
termined for rate making purposes 
alone, a reproduction cost of land and 
an office building thereon might be 
properly offered. However, assume the 
case of a merger of two gas companies 
and an appraiser is called in to set up 
a valuation on an office building which 
would not be needed and was to be 
sold to some one on an investment 
basis. An appraiser in such a case 
would be justified in insisting that he 


treat such a building as an investment 
and appraise it on its income bearing 
possibilities, as a complete investment 
unit, 


Answer to Question 2 


Should a real estate appraiser re- 
fuse to value ground alone owned by 
such a public utility if he were not ex- 
pecting to give testimony and without 
the above invalidating clause? The 
appraiser would be fully justified in 
this case in valuing the land by itself 
and should not be required to insert an 
invalidating clause, on the assumption 
that the valuation would not be used 
only for rate making purposes. 


Stanley L. McMichael, M. A. I. 


Hollywood, California. 
February 26, 1933. 


Hall — On Professional Ethics 


T is my opinion that the regulation 
in the Standards of Appraisal Prac- 
tice regarding fractional appraisals 
does apply to valuations of properties 
owned by a gas company. It has been 
in cases such as these where the mis- 
use has been made of the summation 
method. The value of the land to a 
public utility is tied in definitely with 
the entire property. The land may 
have a higher value without the public 
utilities building erected thereon and 
to give it that value results in an er- 
roneous appraisal. 


Answering question Two, a real es- 
tate appraiser should refuse to value 
the land alone without a modifying 
clause. I do not feel that the particular 
invalidating clause is necessary but 


the value which is being determined 


by the appraisal should be defined and 
so stated in the appraisal. For exam- 
ple, he may value the land as if the 
building were not located thereon, 
provided he so states in the appraisal. 
There may be circumstances where the 





CoMMENT AND DISCUSSION 367 





public utility building would be on 
land too valuable for that type of de- 
velopment. This situation would be 
taken into consideration in valuing the 
entire property and accordingly the 
valuation of the land alone and the 
physical building would give an incor- 
rect value. 


Aside from these two specific ques- 
tions, I believe appraisals of this na- 
ture are a great deal the same as those 
of industrial property such as ware- 
houses. The basis to consider in mak- 
ing an appraisal is not necessarily the 
reproduction cost less physical depre- 
ciation but the cost of a buildin 
which would satisfactorily serve the 
needs at the present time. This might 
be a different type structure than that 
which exists today which would result 
in an element of obsolescence being 
taken into consideration. I will admit 
that State regulation may require a 
specific basis for appraisal so that this 
approach may not be possible. 


Joseph B. Hall, M. A. I. 


Cincinnati, Ohio. 
February 22, 1933. 


Report of Committee on Percentage 
Leases 


S Chairman of the Committee to 
consider what methods should be 
used in determining and expressing 


¢ 


the profits from a property which is 
leased under a percentage lease I re- 
gret tc advise you that the commit- 
tee’s report is incomplete. Only a few 
of the committee members cooperated 
to assist me. My personal opinion 
which is concurred in by Reidy, Apfel- 
baum, and Houghton is that while per- 
centage leases of themselves are not 
new their use today is growing in fav- 
or. Our opinion is that until the expe- 
rience has worked out for a number 
of years the only income that can be 
considered as income is that which has 
been received on the average over the 
period of the lease already past. My 
personal opinion is that percentage 
leases with a minimum guarantee on a 
fair basis are the best for both land- 
lord and tenant and that in capitaliz- 
ing rental the minimum rental should 
be used as the contract rental. Any 
rentals received in excess of the in- 
come can be used as additional income 
toward either sinking fund or amorti- 
zation payments or as additional space 
rented. At the mid-winter meeting, I 
can make a complete report after hav- 
ing done more research work and com- 
pleted the research work I have al- 
ready undertaken. 


Joel L. Schlesinger, M. A. I. 


Newark, New Jersey. 
June, 1933. 


¢ 





Rules Of Professional Ethics 


Article I. 


SEc. 1. It is unethical for an appraiser 
to accept an order to appraise a property if 
his employment or fee is contingent upon his 
reporting a predetermined or specified amount 
of value, or is otherwise contingent upon any 
finding to be reported. 


Contingent Fees 


Sec. 2. It is unethical for an appraiser re- 
tained in cases where damages resulting from 
the exercise of the right of eminent domain, 
or resulting because of fraud, misrepresenta- 
tion, etc., to make his compensation contin- 
gent upon the amount of, or to fix his com- 
pensation as a percentage of the damages 
which may be decreed by the Court deciding 
the issues in the case involved. 


Sec. 3. It is unethical for an appraiser to 
accept an assignment to appraise a property 
when such assignment involves a bonus, a 
favor, or any special inducement other than 
a fair professional fee for the responsibility 
entailed and the work and expense involved. 
The schedule of charges for appraising adopt- 
ed by the local member Real Estate Board is 
recognized as a proper standard of payment 
and should be followed. If there is no mini- 
mum fee established by the local real estate 
board, the fee should be reasonable for serv- 
ice rendered and within the bounds of good 
business practice. Taking advantage of a 
client discredits the entire real estate profes- 
sion. 


Commissions and Favors 


Article II. 


Sec. 1. It is unethical for an appraiser 
to accept any commission, favor or emolu- 
ment, in connection with the appraising of a 
property, other than a fair professional fee 
for the responsibility entailed and the work 
and expense involved. 


Article III. 


Sec. 1. It is unethical for an appraiser 
to issue an appraisal report if he is acting or 
intending to act in the capacity of broker, 
loan broker or manager, or if he has an own- 
ership, contemplated future ownership, or 
any other interests in connection with the 
property appraised, unless such interest or 
interests be fully disclosed in the appraisal 
certificate. 


Disinterested Appraisals 


Article IV. 


Sec. 1. It is unethical for appraisers 
who have been retained to make independent 
appraisals of a property to collaborate or con- 
sult with one another with reference to the 
appraisal, or to make use of the findings or 
figures developed or reported by any apprais- 
er so retained. 


Independent Appraisals 


Sec. 2. It is unethical for appraisers who 
have been retained to collaborate in the mak- 
ing of an appraisal to issue separate appraisal 
reports on the property appraised. They 
should sign a joint report, or if there be dis- 
senting opinions these opinions should be 
stated in the report rather than in separate 
documents apart from the report. 


Article V. Hypothetical Appraisals 


Sec. 1. It is unethical for an appraiser 
to issue an appraisal report on an investment 
construction project with such value predicted 
on assumed rentals and/or expenses at vari- 
ance with the probable market at the time at 
which the reported value obtains. 


SEc. 2. It is unethical for an appraiser to 
issue an appraisal report on an investment 
property based on an earning expectancy 
which does not analyze existing leases. 


Existing leases, until their expirations may 
apparently increase or decrease the net earn- 
ings of the property above or below the net 
earnings which would be realized were the 
space rented at the market rates existent at 
the time the reported value obtains. 


Sec. 3. It is unethical for an appraiser to 
issue an appraisal report in which the report- 
ed value is based on the completion of public 
or private improvements which are not as- 
sured unless he clearly states that the apprais- 
al is made on that hypothesis. Provided that, 
in any event, he must state in his report the 
conditions with regard to such improvements 
which he assumes in determining the value 


_ reported. 


Sec. 4. It is unethical for an appraiser to 
issue an appraisal report in which the report- 
ed value is based on the assumed absence of 
any legal restriction, unless such assumption 
is reasonable or in accord with legal opinion 
accepted by the appraiser, and unless the legal 
authority and his opinion are quoted in the 
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appraisal certificate, and it is expressly stated 
that the appraisal is contingent on such law- 
ful restriction being changed or absent in 
accordance with the assumption. 


Article VI. Fractional Appraisals 


Sec. 1. It is unethical for an appraiser 
to issue an appraisal report on a fractional 
part of a property unless he specifically states 
that the value reported is invalidated if used 
in making a summation appraisal of the prop- 
erty as a whole. 


Sec. 2. In appraising the security for a 
loan it is unethical for an appraiser to issue a 
certificate covering anything less than all of 
the property designated as security for the 
loan. 


Sec. 3. In particular, in appraising the se- 
curity for a leasehold loan, it is unethical for 
an appraiser to issue a certificate of value of 
the improvement only, omitting the value of 
the leasehold, which latter may be positive, 
zero, or negative. 


Article VII. Summation Appraisals 


Sec. 1. It is unethical for an appraiser 


to issue an appraisal report on a property in 
which the total reported value is derived by 
adding together the values of fractional parts 
of the property unless it is shown that no in- 
compatible conditions were assumed in mak- 
ing the fractional appraisals. 


Sec. 2. In particular, in appraising the se- 
curity for a loan, it is unethical for an ap- 
praiser to issue an appraisal report on a prop- 
erty in which the total reported value is de- 
rived by adding together the market value of 
the land, (or leasehold) as if unimproved, or 
the value of the land (or leasehold) as if im- 
proved to the highest and best use, and the 
reproduction cost of the improvements less 
accrued structural depreciation, unless other 
and conclusive evidence is given that this re- 
sult equals the total value of the property 
considered as a unit. 


Article VIII. Economic Probabilities and 
Value of Investment Property 


Sec. 1. It is unethical for an appraiser 
to issue an appraisal report on an investment 
construction project and report such value as 
of normal occupancy without also reporting 
the assumed date of normal occupancy and 
his estimate of net earnings or deficits during 
the period from completion to normal occu- 
pancy. 


Sec. 2. If the value reported is the value 
which in the opinion of the appraiser will 
prevail when normal occupancy is attained, 
it is unethical for the appraiser to report the 
value as of any other than the date when it is 
assumed such normal occupancy will have 
been attained. 


Sec. 3. It is unethical for an appraiser to 
issue an appraisal report on an investment 
construction project which does not give the 
appraiser’s opinion on the economic soundness 
of the project, as measured by the difference 
between the estimated net cost up to the com- 
pletion and the value at completion. 


Sec. 4. It is unethical for an appraiser to 
issue an appraisal report on an investment 
construction project without also reporting 
his estimate of the reasonably expected earn- 
ings of the project upon completion as well 
as upon attaining the assumed normal average 
occupancy. 


Article IX. Duty To Hold Findings 
Confidential 


Sec. 1. It is the duty of an appraiser 
to hold as confidential the fact that he has 
been employed to make an appraisal, his re- 
sults and other findings, until released from 
his obligation by the client or by due process 
of law. 


Article X. Expert Testimony 


Sec. 1. In giving testimony as to the 
value of real property in any court or before 
any other legally constituted tribunal an ap- 
praiser may follow rules of procedure as to 
appraisal method legally binding in that jur- 
isdiction even though such rules may be at 
variance with the provision of these Stand- 
ards. 


Article XI. Contents of Appraisal Certificates 


Sec. 1. It is unethical for an appraiser 
to omit any of the following from his apprais- 
al certificate. 


A. An unequivocal and reasonably com- 
plete description of the property ap- 
praised. 


B. A statement of any contingent condi- 
tions upon which this appraisal has 
been based. For example: (a) the va- 
lidity of legal, engineering, or auditing 
opinions used; (b) the completion of 
projected public or private improve- 
ments; (c) that the management will be 
competent and the ownership be in com- 
petent hands. 
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C. A statement classifying the property 


D. 


E. 


appraised as an investment property, a 
non-investment property, or a service 
property. 


The date or time at which the value ob- 
tains. 


The amount of the value. 


F. A statement that the undersigned ap- 


praiser has no present or contemplated 
future interest in the property ap- 
praised; or a statement disclosing all 
such interests which the undersigned 
appraiser may have in the property ap- 
praised. 


. In case the property appraised is a 


fractional part of the property of a 
type covered by these Standards of 
Practice, a statement that the value re- 
ported is invalidated if used in making 
a summation appraisal of the property 
as a whole. 


. A CERTIFICATE, substantially in the 


following form: 


I, (WE) the undersigned do hereby 
certify that to the best of my (our) 
knowledge and belief the statements 
and opinions contained in this appraisal 
certificate, subject to the limiting con- 
ditions herein set forth, are correct; 
also, that this appraisal has been made 
in conformity with the Standards of 
Practice of the American Institute of 
Real Estate Appraisers of the National 
Association of Real Estate Boards. 


I. A statement that the appraiser’s em- 
ployment is not contingent upon the 
amount of the value reported, and (in 
the event the appraisal is used in cases 
of litigation involving the fixing of 
damages caused by exercise of the pow- 
er of eminent domain, or in cases in- 


¢ 


volving damages because of fraud, mis- 
representation, etc.) is not contingent 
upon the amount of damages awarded 
by arbitrators or through judicial de- 
cree. 


Article XII. Advertising 


Sec. 1. It is unethical for a Member of 
the Institute to advertise his professional 
attainments or services through the mails, in 
the public print, by circular letters, bill 
boards, or window advertising, or by any oth- 
er written word except that a Member may 
cause to be published in the public press 
what is technically known as a “card”’. 


A card is hereby defined as an advertise- 
ment of the name, professional titles includ- 
ing M. A. I., (Member of the American Insti- 
tute of Real Estate Appraisers of the Nation- 
al Association of Real Estate Boards) class of 
service, address of the advertiser, without any 
other qualifying words or letters or, in the 
case of announcement of change of address, 
the plain statement of the fact for the pub- 
lication of which the announcement purports 
to be made. 


Cards permitted by this rule when appear- 
ing in newspapers shall not exceed two col- 
umns in width and three inches in depth; 
when appearing in magazines, directories and 
similar publications, cards shall not exceed 
one-fourth page in size. This rule shall not 
be construed to inhibit the proper and profes- 
sional dissemination of impersonal informa- 
tion among Member’s own clients or personal 
associates or the properly restricted circula- 
tion of bulletins containing professional in- 
formation. 


Sec. 2. It is ethical, however, for an 
appraiser of the Institute to carry an an- 
nouncement in the classified telephone direc- 
tory as follows: “JOHN DOE, M.A.I., Ad- 
dress, Telephone Number” under the subdivi- 
sion REAL ESTATE APPRAISALS. 


e 





Digest Of The Proceedings Of The 
Annual Convention 


Tuesday Forenoon, June 13, 1933 


The Institute convened in the Stevens Ho- 
tel, Chicago, Illinois, at 10:00 A. M., with 
Vice President Joseph B. Hall of Cincinnati, 
Ohio, presiding. 


Mark Levy of Chicago, presented a demon- 
stration appraisal on a leasehold estate. A 
general round table discussion followed. 


The Nominating Committee recommended 
the following members for election to the 
Governing Council for the three-year term 
expiring December 31, 1936: 


Harry E. Gilbert, Baltimore, Md. 
Samuel C. Kane, Philadelphia, Pa. 
Norman L. Newhall, Minneapolis, Minn. 
E. L. Ostendorf, Cleveland, Ohio. 
Frank H. Taylor, East Orange, N. J. 
Fenwick B. Small, Brooklyn, N. Y. 


For the term expiring December 31, 1935: 
Cuthbert E. Reeves of Buffalo, N. Y. 


For the term expiring December 31, 1934: 
A. C. Houghton, Washington, D. C. 


The chair announced that the election 
would take place at the afternoon session. 


The meeting adjourned at 12:30 o’clock. 


Tuesday Afternoon, June 13, 1933 


The Institute convened in the Stevens Ho- 
tel, Chicago, Illinois, at 2:00 o’clock, with Vice 
President Joseph B. Hall of Cincinnati, Ohio, 
presiding. 


The chair read a message from President 
Kniskern regretting his inability to be present 
at the convention. 


John P. Hooker of Chicago, presented the 
financial history of a Chicago loop property 
for a period of twenty-five years. General 
round table discussion followed. 


A. K. Hornof of Chicago presented a dem- 
onstration appraisal of a hotel property. Gen- 
eral round table discussion followed. 


The following members were elected to the 
Governing Council as indicated: 


For the term expiring December 31, 1934: 
A. C. Houghton, Washington, D. C. 

For the term expiring December 31, 1935: 
Cuthbert E. Reeves, Buffalo, N. Y. 


For the term expiring December 31, 1936: 
Harry E. Gilbert, Baltimore, Md. 
Samuel C. Kane, Philadelphia. Pa. 
Norman L. Newhall, Minneapolis, Minn. 
E. L. Ostendorf, Cleveland, Ohio. 
Frank H. Taylor, East Orange, N. J. 
Fenwick B. Small, Brooklyn, N. Y. 


The meeting adjourned at 4:30 o’clock. 


Tuesday Evening, June 13, 1933 


The Institute convened at a Dutch Treat 
Dinner in the Stevens Hotel, Chicago, at 7:30 
o’clock, with Vice President Joseph B. Hall of 
Cincinnati, Ohio, presiding. 


The first part of the program was devoted 
to a continued round table discussion of the 
demonstration appraisal of the Blank Hotel, 
presented at the afternoon session by A. K. 
Hornof. 


The balance of the session was devoted to 
an informal address by J. Soule Warterfield 
of Chicago. 


The meeting adjourned at 9:00 o’clock. 


Wednesday Afternoon, June 14, 1933 


The Institute convened in the Stevens Ho- 
tel, Chicago, at 2:15 o’clock, with Vice Presi- 
dent Joseph B. Hall of Cincinnati, Ohio, pre- 
siding. 


Clarence C. Lang of St. Louis, Missouri, 
presented a paper prepared by W. W. Butts of 
the same city, under the title “Regaining the 
Confidence of American Investors.” 


The chair announced that President Knis- 
kern had appointed a special committee head- 
ed by A. C. Houghton of Washington, D. C., 
to maintain contact with the United States 
Chamber of Commerce with reference to the 
working out of proposed consolidated apprais- 
al reports. 


Ivan A. Thorson of Los Angeles, Califor- 
nia, delivered an address on “The Realtor 
Appraiser’s Great Opportunity”. A general 
round table discussion followed. 


Joseph B. Hall, Chairman of the Commit- 
tee on Appraisal Procedure, presented an in- 
formal report, recommending that more time 
be allowed for study before adopting stand- 
ard definitions and procedure. 
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A report from the Committee on Ethics was 
presented and approved. (This report is given 
in full on page 368.) 


A report from the Committee on Valuation 
of Percentage Leases was presented and ap- 
proved. (This report is given in full on page 
367.) 


The meeting adjourned at 4:30 P. M. 


Wednesday Morning, June 14, 1932 


The Governing Council convened in the 
Stevens Hotel, Chicago, at 10:00 A. M., with 
Vice President Joseph B. Hall of Cincinnati, 
Ohio, presiding. 

Minutes of the meetings held in Washing- 
ton, D. C., were read and approved. 


A letter from Stanley McMichael of Los 
Angeles, with reference to examination of 
candidates was read and tabled. 


Letters from J. Mortimer Clark of Long 
Beach, California, and Charles R. Wright of 
Fergus Falls, Minnesota, with reference to 
the admission of farm land appraisers, were 
read and referred to the By-Laws Committee 
with instructions to amend Article II, sec- 
tions c. and d. of the By-Laws to provide for 
admission of farm land appraisers, and with 
instructions to the Admissions Committee to 
work out qualifications for admission. 


A. C. Houghton of Washington, D. C., pre- 
sented a report on a meeting held at the head- 
quarters of the United States Chamber of 
Commerce in Washington, D. C., on May 3, 
1933, for the purpose of having appraisals 
mentioned in the Securities Act. It was 
moved, seconded, and carried that Mr. Hough- 
ton continue as Chairman of the special com- 
mittee to keep in touch with developments 
along the lines discussed at the Chamber of 
Commerce meeting. 


It was moved, seconded and carried, that 
the Membership Committee attempt to secure 
the cooperation of member Boards of the Na- 
tional Association of Real Estate Boards in 
recommending all qualified applicants to the 
Institute irrespective of their class of local 
board membership. 


A letter from William H. Ballard of Boston, 
with reference to building planning service, 
was read and referred to Mr. Houghton’s 
Committee for consideration. 


The following membership report was read 
and approved. 
1. Number of Members May 31, 1933....181 
2. Number of Affiliates with dues paid 
in full to May 31, 1933 
3. Number of delinquent Members as 
of June 1, 1933 


4. Number of delinquent Affiliates as 
of June 1, 1933 


It was moved, seconded and carried, that 
the By-Laws Committee be instructed to pre- 
pare amendments to the By-Laws to cover ex- 
pulsion, suspensions, and re-instatement. 


It was moved, seconded and carried, that 
the Membership Committee be instructed to 
notify delinquent Affiliates that when they are 
ninety days in arrears in the payment of dues, 
they will be dropped from the membership 
roll. 


It was moved, seconded, and carried, that 
the same general procedure be followed with 
reference to delinquent Members as is fol- 
lowed by the National Association of Real 
Estate Boards in dealing with delinquent 
member Boards. It was also decided to ask 
members of the Governing Council personally 
to contact delinquent Members in their re- 
spective territories. . 


The following financial report was read and 
approved: 


Receipts to May 31, 1933: 


1. 1932 membership dues received 
2. 1933 membership dues 2,226.59 
3. Membership dues held on depos- 
it on behalf of candidates 
. Examination—membership fees 
. Revenue from settlement of 
book account 
. Revenue from sale of standard 
forms 
. Revenue from sale of emblems 
8. Revenue from subscriptions and 
sale of Journal 


564.58 
105.00 


9. 

Total Receipts to May 31, 1933 $3,566.76 

10. Plus surplus as of January 1, 
2,966.13 


$6,532.89 


Expenses to May 31, 1933: 

1. Dues—refunds $ 
. Transfer of dues on deposit 
. Membership investigations 
. Journals 
Miscellaneous printing 
. Special bulletins 
. Salaries 
. Miscellaneous travel 
Rent 
. General miscellaneous 
. General postage 


10.00 
240.00 
15.04 
2,003.36 
221.66 
13.52 
1,512.97 
40.00 
231.28 
83.83 
52.78 


a j 
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Total Expenses to May 31, 1933 $4,424.44 
Bank Balance as of May 31, 1933....$2,108.45 
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Harry E. Gilbert of Baltimore, Maryland, 
on behalf of the Admissions Committee, pre- 
sented a report recommending the admission 
of the following individuals to the Member 
grade: 


Harry J. Wood, Fort Myers, Florida. 
Harry S. Cutmore, Chicago, IIl. 
Arthur S. Kirk, Des Moines, Iowa. 
James A. O’Connell, New Brunswick, N. J. 
Arthur J. Horton, Brooklyn, N. Y. 
George S. Horton, Brooklyn, N. Y. 
William F. MacDermott, Jamaica, L. I., 
» 

Granville H. Rome, Jamaica, L. I., N. Y. 
K. Lee Hyder, Milwaukee, Wisconsin. 
David W. Bush, Los Angeles, Calif. 
George L. Schmutz, Los Angeles, Calif. 
Mark Cheesman, Sacramento, Calif. 
George Robert Quin, Chicago, IIl. 
Walter S. Palmer, Grand Rapids, Mich. 
John H. Farish, St. Louis, Mo. 

Harry J. Stevens, Newark, N. J. 

M. C. O’Brien, Brooklyn, N. Y. 

C. S. Noble, Winston Salem, N. C. 
Ernest H. Lyons, Chicago, Il. 

Ivan A. Thorson, Los Angeles, Calif. 
Curtis Walker, Washington, D. C. 
Samuel C. Ennis, Hammond, Ind. 


Two other individuals were recommended 
for admission conditionally, subject to further 
investigation and favorable reports. 


The Committee presented the names of 
nine other individuals who had filed applica- 
tion for admission but whose application files 
were incomplete and recommended that ac- 
tion be deferred. It was so ordered. 


It was moved, seconded and carried, that a 
special Committee be appointed to confer 
with the Appraisal Committee of the Chicago 
Real Estate Board with reference to the for- 
mation of an Illinois Chapter of the Institute. 


The meeting adjourned at 1:00 P. M. 


Wednesday Afternoon, June 14, 1933 


The Governing Council convened at 4:30 
P. M. with Vice President Joseph B. Hall of 
Cincinnati, Ohio, presiding. 


Harry E. Gilbert, on behalf of the Commit- 
tee on Examinations (a sub-committee of the 
Admissions Committee) presented a report 
recommending a specific standard procedure 
in the giving of examinations. The report of 
the Committee was unanimously approved. 


It was moved, seconded and carried that 
the Admissions Committee set a date on and 
after which candidates for admission to the 
Member grade be required to take examina- 
tions. 


It was moved, seconded and carried, that 
local chapters giving examinations shall do so 
through the Admissions Committee of the 
American Institute of Real Estate Appraisers. 


On behalf of the Committee on Appraisal 
Procedure, Joseph B. Hall presented a report 
recommending more time for a study of cur- 
rent literature and discussion of various view- 
points before preparing definitions and out- 
lining general principles of practice. The re- 
port was unanimously approved. 


A report was presented from the Commit- 
tee on Ethics of which Ra!ph D. Baker of 
Camden, New Jersey, is Chairman. With some 
slight modifications, the report was unani- 
mously approved. (See page 368 for Rules of 
Professional Ethics as adopted.) 


The By-Laws of California Chapter No. 5, 
and the By-Laws of Ohio Chapter No. 3, were 
presented by J. Alvin Register, of Jackson- 
ville, Florida, on behalf of the Committee on 
Local Chapters. On motion duly made, sec- 
onded and carried, these By-Laws were unani- 
mously approved. 


Mr. Register was instructed, as Chairman 
of the Local Chapters Committee, to commu- 
nicate with Members of the Institute in the 
Metropolitan Area of New York City with 
reference to the organization of their Chap- 
ter. 


Bracton Goldstone, Chairman of the Mem- 
bership Committee, announced that Maurice 
F. Reidy of Worcester, Mass., Arthur S. Kirk 
of Des Moines, Iowa, and Frank McLaughlin 
of Toronto, Canada, had been added to his 
Committee. He stated that the Membership 
Committee is now obtaining a list of qualified 
expert appraisers in states that have no rep- 
resentation in the American Institute of Real 
Estate Appraisers and that an effort will be 
made to secure applications from one or two 
such qualified expert appraisers in each of 
these states before the next meeting of the 
Institute. The report of the Membership Com- 
mittee was unanimously approved. 


E. L. Ostendorf, Chairman of the Commit- 
tee on By-Laws, presented, in due form, the 
following proposed amendment to Article 
XIII: 


“Section 4: It shall be the sole right of the 
Governing Council to divide or subdivide the 
territory included in the jurisdiction of any 
chapter if and when such action may be 
deemed advisable. In the establishment of 
new chapters made up from the territory of 
former chapters, there must be at least 15 
members, providing, however, that the found- 
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ing of the new chapter shall not reduce the 
membership of the original chapter below the 
minimum of 15 members. 


“Excepting for this said restriction, nothing 
within this secton shall be interpreted to mean 
that any new chapter or chapters may not 
include one or more members who were for- 
merly members of the chapter from whose 
territory the new chapter is created.” ‘ 

On motion duly made and seconded, the 
proposed amendment was unanimously car- 
ried. 


Mr. E. L. Ostendorf, Chairman of the Com- 
mittee on By-Laws, presented a proposed 
amendment to Article IV. This proposed 
amendment was by unanimous vote referred 
back to the By-Laws Committee for revision. 

E. L. Ostendorf, Chairman of the Commit- 
tee on By-Laws, presented a proposed amend- 
ment to Article IX. On motion duly made and 
seconded, the proposed amendment was re- 
jected. 

The following report, submitted by the 
Publications Committee, was approved: 


REPORT OF PUBLICATIONS COMMITTEE 
1. Detailed financial statement for “The Journal of the American Institute of Real Estate 


Appraisers”—Sept. 1, 1932-June 1, 1933. 


Sale of single copies, subscriptions (156), and $5.00 each from each Receipts 


Expenses 


Member and Affiliate, deducted from dues paid—1932 


Copyrighting 
Editorial expense 
Postage — mailing circulars and Journals 
Printing of Journals— 
October 
January 


Wrappers for Journals 
Circulars and subscription blanks 
Refunds and N.S.F.’s 


Net Deficit 


Receipts 
Expenses 


$2,453.75 
1,340.59 


$1,113.16 


Balance 


On motion duly made and seconded, the 
following officers were elected for the calen- 
dar year 1934: 

President—Philip W. Kniskern, New York 
City, N. Y. 

Vice President—Joseph B. Hall, , Cincin- 
nati, Ohio. 

On motion duly made and seconded, it was 
unanimously decided that local chapters shall 
be designated as “New Jersey Chapter No. 
1”, “Florida Chapter No. 2”, “Ohio Chapter 
No. 4’, “California Chapter No. 5’, etc. 

It was ordered by unanimous vote that the 
Institute issue pocket membership cards of 
standard size, similar to the one submitted by 
the Director of Activities, but giving no in- 
dication of Chapter affiliation. 


It was unanimously decided that the Insti- 


6.00 
75.00 
402.75 


2,659.00 
53.75 
122.00 
25.45 





$3,343.95 
243.50 


Receipts 
Expenses 
Deficit 


$ 646.70 
2,003.36 
$1,356.66 


$ 243.50 


tute shall not make membership contingent 
upon research contributions. 


On motion duly made and seconded, it was 
unanimously carried that the annual meetings 
of the Institute shall be held immediately 
preceding the opening of the Annual Meet- 
ings of the National Association of Real Es- 
tate Boards, and that, if possible, the Govern- 
ing Council shall meet preceding the opening 
of the meetings of the Institute. 


A proposition for special publicity was sub- 
mitted by Mr. Ostendorf and referred to the 


’ Publications Committee. 


A vote of thanks was given to the Chicago 
Real Estate Board, its officers and all others 
whose many courtesies helped to make the 
annual convention a success. 


The meeting adjourned at 6:00 P. M. 
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Chapter News 


New Jersey Chapter No. 1 


An all-day state institute on some central 
appraisal problem is planned for the fall by 
New Jersey Chapter Number 1 of the Amer- 
ican Institute of Real Estate Appraisers, Mor- 
ris Goldfarb, president of the New Jersey 
Chapter, reports. The Chapter, which works 
very closely with the New Jersey Association 
of Real Estate Boards, conducts one-day in- 
stitutes also in connection with the state real 
estate convention. The latter institute is open 
to all Realtors. 


Many members of the New Jersey Chapter 
were recently called upon to report either for 
the State of New Jersey or the railroads in an 
important tax appeal case. 


The Chapter has made an industrial tour 
of northern New Jersey. The seven piers 
owned by the United States Shipping Board, 
located at Hoboken, were a special point of 
interest in the tour. A demonstration apprais- 
al of the piers was made by Percy A. Gaddis. 


The proposed seaboard terminals to be 
erected at Bayonne on the New York Bay 
were discussed, as were other seaboard ter- 
minals. The appraisers went into rental value, 
vacancy ratio and the like. The same kind of 
study is planned for the Camden and Phila- 
delphia areas on the Delaware River. 


The method of appraising waterfront prop- 
erties on the Hudson River has considerably 
changed in the past year through study by 
organized appraisers. A front foot method 
now takes the place of the rough acreage 
method; depth of water at the pierhead line, 
distance between pierhead line and bulkhead 
line, the amount of backland available, rail- 
road facilities, road facilities, labor market, 
methods of distribution and transportation, 
size, shape and area, all of these are factors 
that have a bearing on value of waterfront 
properties. 


Ohio Chapter No. 3 


A general plan for state advancement in 
appraisal practice will be put into effect this 
year in Ohio through active co-operation of 
Ohio Chapter No. 3 of the Institute and the 
Ohio Association of Real Estate Boards, ac- 
cording to Lewis R. Smith, secretary of the 


¢ 


Ohio Chapter. Two state meetings per year 
are to be scheduled for the Chapter. Individ- 
ual members of the Chapter are getting to- 
gether facts as to real estate conditions in 
the Chapter’s territory, so that these facts 
will be available for all current appraisal 
work. 


‘“‘Wherever the opportunity presents itself, 
we are getting the message of the M. A. I. to 
local real estate boards, discussing with their 
outstanding members their availability for 
memberships and affiliates,’”’ Mr. Smith writes. 


Committees appointed by President Walter 
S. Schmidt are as follows: (1) Committee on 
Standards of Practice: Jos. B. Hall, Chair- 
man, Howard Etchen, E. L. Ostendorf; (2) 
Membership Committee: Jos. Laronge, Chair- 
man, W. F. Voges, Mark Hambleton; (3) 
Program Committee: John B. Spilker, Chair- 
man. 


California Chapter No. 5 


A close affiliation has been established be- 
tween the California Chapter Number 5 of 
the Institute and the Appraisal Division of 
the California Real Estate Association, ac- 
cording to Stanley L. McMichael, president 
of the Chapter, and Nathan Libott, secretary. 
J. Mortimer Clark, chairman this year of the 
state Appraisal Division, a member of the 
California chapter, hopes that many of his 
divisional members ultimately will graduate 
into the Institute. 


It is the policy of the California Chapter, 
for the present at least, to mimeograph for 
the use of every member talks given at the 
monthly Chapter meetings. Subjects are as- 
signed sixty days in advance. The Chapter is 
building up in this way its own library of ap- 
praisal ideas and information. 


“The influence of the Institute is making 
itself felt in the selection of appraisers for 
projects being financed by government 
funds,” Mr. McMichael writes. “In the recent 
appraising done for loans to earthquake suf- 
ferers at Long Beach, Institute members were 
given preferred positions because of their 
qualifications. Members of a local board su- 
pervising the distribution of the money stated 
that the class of work done had, in their esti- 
mation, never been excelled.” 


o 





Book Reviews 


Donald B. Woodward and Marc A. Rose, IN- 
FLATION. Whittlesey House, McGraw- 
Hill Book Company, Inc., New York, 
1933. 165 p. $1.50. 


Arreecatare the need for an impartial, 
unbiased explanation of the important 
current subject “Inflation”, the authors of 
this work have made a real contribution. The 
contribution consists not so much in the ma- 
terial but rather in the frank, clear, under- 
standable manner it is presented. 


The démand and supply of money is just as 
important as the demand and supply of tan- 
gible goods. Bank credit, which makes up a 
large part of our money, has shrunk very ma- 
terially in recent years. The result is dear 
money and cheap commodities. Business based 
on credit cannot be carried on successfully 
when debts must be paid with dear money. 
The situation becomes complicated when near- 
ly everyone is both creditor and debtor. Own- 
ers of life insurance policies are creditors be- 
cause their premiums are used to purchase in- 
vestments, and the investments are — 
tions of the creditors. 


Many people think inflation means a gen- 


eral rise in prices or improvement in business 
conditions. This in general may be the result, 
but in this discussion “Inflation” means “the 
manipulation or control of money to the end 
of decreasng its value, that is, of raising 
broad price averages”. 


Troubles with money, inflation and defla- 
tion are not new. The Romans had their prob- 
lems and in later years the American colonies 
and the United States had difficulties in a 
society much less complex than our present 
one. Germany’s debacle is still first in our 
minds. There were other problems during the 
World War, overshadowed perhaps by the 
tragedies. 


The United States in 1929 was ripe for an 
upheaval. In 1834, the average amount of 
money used per capita was $12.35—$5.24 in 
coin and currency and $7.11 in bank deposits. 
In 1930, the relationship was $29.76 in cash 
and $485.57 in bank deposits. This indicates 
not only the great increase in the use of mon- 
ey, but also how much of our medium of ex- 
change is the banker’s promise to pay. This 
condition coupled with the complexity of our 
economic lives made the last few years much 
worse than anyone anticipated. With debts 
comprising a large share of our money, and 
many not able to pay debts, people began to 


lose confidence. The bank moratorium and 
governmental action are results. 


Of course, the general cry is to reduce 
debts. This is a difficult task. An easier way 
is to increase prices. If prices increase volume 
of business will automatically increase. Every- 
body spends more and debts will be met with 
much less difficulty. 


One question is, how to raise prices, and if 
raised, how to control them. If they are not 
controlled, money will become worthless. An- 
other question is, how to make the rise in 
prices affect everyone. Farmers will be helped 
only temporarily if laborers do not receive 
higher wages. This is the problem of inflation. 
If it could be worked long enough to help ev- 
erybody and stopped before it hurt every- 
body, our financial problems would be solved. 
But economics is a behavioristic science and 
consequently there can only be tendencies. 


One plan is to restrict the supply of goods 
and therefore raise prices. The restriction 
theory is bad for several reasons. It is un- 
ethical, and even more important, it defeats 
itself. It is a vicious circle. To restrict one 
crop may help the price, but to restrict all of 
them would mean that everyone was trying 
to profit at the expense of everyone else. 


Demand seems to be insatiable; that is to 
say, human beings are never completely sat- 
isfied. So there is no relief on the demand 
side. 


It seems difficult, therefore, to manipulate 
goods. The only thing left is money. At first 
blush that seems easy. There are obstacles, 
however. First, money must increase faster 
than volume of trade otherwise prices will 
fall again. Second, the money must be put to 
work—people must spend. Third, the things 
people buy must be consumed. Speculation 
means only temporary relief, for at some fu- 
ture time everyone will want to take their 
profits and prices will crash. And finally, there 
is the problem of spreading the benefits of 
rising prices equitably. Will the bank clerk’s 
wages keep up with the rise in cost of living 
or will he be pressed to eke out an existence 
in the lag. These are the real problems of in- 
flation. 


Inflation on the gold standard requires an 
increase in gold stocks or Federal Reserve 
credit, confidence of most of the people, and 
faith in money. Bankers and business men 
must have faith in the future. Without this 
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faith, sooner or later there is a rush for gold 
and the whole monetary system is wrecked. 


Changing the gold basis of the dollar and 
bimetallism have been advanced as methods 
of inflation. They both have serious defects. 
Among other things, it would be difficult to 
gain confidence in a government’s money 
when the government had just repudiated its 
promise. Bimetallism could not work when so 
few countries use silver as a standard of 
value. 


When a government goes off the gold stand- 
ard, people cannot exchange money for gold. 
This in itself does not produce inflation. But 
sooner or later, people exchange money for 
tangible goods they can consume and prices 
begin to rise.»The inflation is on, and tem- 
porarily, at least, everybody is happy. How 
long people will be happy depends on how 
well the inflation is controlled. If it affects 
everyone equitably and does not run amuck 
great good will have been done. These are 
big “Ifs” which time only can determine. 


The conclusion then is that inflation must 
be controlled. Governments should be able 
to control it especially if they plan it. Defla- 
tion under our monetary system is intolerable 
—it may possibly lead us to another Dark 
Age. It is not a choice of good or evil. It is a 
choice of the lesser of two evils. Certainly in- 
flation properly controlled is better than de- 
flation. But let us reiterate, economics is a 
behavioristic science, and consequently there 
are many pitfalls along the way. 


H. O. Walther. 
Chicago, Illinois, July 10, 1933. 





Henderson, James D., POCKET MANUAL 
FOR APPRAISING REAL ESTATE. 
Cambridge. Banker & Tradesman Pub- 
lishing Co. 1932. 64 p. $1.00. 


prom the title of Mr. Henderson’s book you 

will immediately perceive that it is not in- 
tended as a monumental writing. To quote 
from its own preface, “it is an attempt to 


present in small compass and convenient 
form, statistics, reference tables, and other 
data useful to the appraiser’’. In this attempt, 
I should say, it is highly successful. Its con- 
venient size and the concise manner in which 
its contents are presented recommend its reg- 
ular use. 


In addition to a very complete glossary of 
appraisal and building terms, the book con- 
tains many pages of information useful not 


only to the experienced appraiser, but to the 
student and the general real estate broker as 
well. Indices of comparative construction 
costs and of real estate activity, a condensed 
tabulation of the estimated economic life of 
buildings by the U. S. Treasury Department, 
a percentage table applicable to practically 
every line of retail merchandising, and other 
similar data make this book useful to others 
than appraisers. For those whose principal 
interest is in the appraisal field, the book con- 
tains much valuable data, for example, as to 
the various methods which have been evolved 
for depreciating buildings, cubing and squar- 
ing buildings, discount tables, and several en- 
lightening pages of comment, court decisions, 
etc., from all over the country upon the much- 
discussed term, “‘market value”. 


In my opinion, this book will be found to 
be a handy, useful addition to the Realtor- 
Appraisers library. 

Stanley Roe. 


Chicago, Illinois, June 29, 1933. 





Hurd, Richard M., PRINCIPLES OF CITY 
LAND VALUES. New York: The Record 
and Guide Pub. Co., 1924. Fourth edi- 
tion. 159 p. $3.50. 


Ts book first appeared in 1903 and has 
been rewritten in three editions since that 
time—1905, 1911, and 1924. Although it is 
one of the earliest books to be published on 
city growth and values, it has lived through 
the years as one of the most valuable contri- 
butions to the appraiser’s library. In spite of 
the fact that the first edition appeared 30 
years ago, it is still considered to be the out- 
standing publication in this field and is of 
great value to all appraisers specializing in 
urban property. The scope of the book is 
shown by the chapter headings: 


General Principles 
Forces Creating Cities 
Locations of Cities 
Ground Plan of Cities 
Directions of Growth 
Distribution of Utilities 
Currents of Travel 
Types of Buildings 
Rentals and Capitalization Rates 
Seale of Average Values 
Summary. 


The author states that the materials for 
the study of the structure of cities—including 
their locations, starting points and lines of 
growth—were gathered from a large number 
of local histories of American cities, old maps, 
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commercial geographies, etc. The material for 
the study of average scales of values was 
drawn from the mass of valuations of land 
and buildings, rentals and mortgages, ob- 
tained in about fifty cities in the course of 
the mortgage business of the U. S. Mortgage 
and Trust Company, The Lawyers Mortgage 
Company, the Mortgage Bond Co. of New 
York and also from many visits to these cities. 


The value of the book is further increased 
by the numerous illustrations included. Near- 
ly every page includes a map or picture ex- 
plaining the text. 


Two of the most interesting chapters in the 
book are the first chapter outlining general 
principles of value and the fifth chapter which 
considers directions of city growth. In the 
first chapter Mr. Hurd states that economic 
rent is the residuum after payment of all 
charges and interest on buildings. Ground 
rents are paid for some sites and not for oth- 
ers in general because of the difference in 
desirability. The difference in desirability is 
based on the social service which different 
sites render, or conversely, the sacrifice which 
they save. 


In the chapter on directions of city growth 
Mr. Hurd discusses the central axial and star- 
shaped growth of cities and sketches the in- 
fluences of water courses, turnpikes and rail- 
roads in outlining the framework of cities. 


C. M. Jones. 
Chicago, Illinois, July 1, 1933. 





Donald B. Woodward and Marc A. Rose, A 
PRIMER OF MONEY, McGraw-Hill 
Book Company, Inc., Whittlesey House, 
New York and London, 19382. $2.00. 


T= primer contains a very brief state- 
ment of the principal problems in the field 
of money and banking. It has only 216 small 
pages of rather large printing and consequent- 


ly does not go into any detail, but the prob- 
lems are stated with exceptional perspicacity 
and simplicity. Only the principal problems 
come in for any attention. 


The text is well written and has a number 
of intriguing and illuminating illustrations. 
An excellent appendix contains a glossary of 
terms, typical bank statements, and a list of 
different types of United States money with a 
statement of the amount in circulation as of 
December 31, 1931. A list of readings is sug- 
gested, which anyone wishing to pursue the 
subject can follow with a great deal of bene- 
fit. 


In view of the fact that this book was writ- 
ten before the bank holiday, its analysis of 
problems is all the more interesting, for very 
few lines in the book would probably be 
changed by the authors if they were rewriting 
after the holiday. 


There is no attempt in the book to pre- 
scribe panaceas or to be dogmatic as to the 
controversial issues which are raised. It be- 
gins with a simple statement on the begin- 
nings of money and monetary standards and 
proceeds to a discussion of the gold standard, 
interest, the rise of bank credit, central bank- 
ing, and the Federal Reserve. These chapters 
describing banking machinery are followed 
by chapters on exchange and the money mar- 
ket and by Part II, consisting of a discussion 
of money problems in the modern world. It is 
in the second part that the authors are con- 
cerned with the application of the machinery 
which they have described in the first part 
and with the difficulties which this machinery 
meets in operation. 


The book wili well repay the time it takes 
to read it. 
Ernest M. Fisher, 


Professor of Real Estate, School of Business 
Administration, University of Michigan. 
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Current 


Actual Appraisal Reports. N. R. E. J. April 
1933, p. 29. $1.20. Valuation for reor- 
ganization purposes of seven-story kitch- 
enette apartment building in Chicago. 


An Analysis of Building Costs in New York 
City. PETER A. STONE. R. & B. G. 
June 17, 1933, p. 3. $0.70. Present cubic 
foot building costs range from 20 cents 
for frame attached residences to 70 cents 
for first class office construction. 


the Standard Gold Clause Be Enforced? 
JOSEPH F. MANN. S. M. May 1933, p. 
15. $0.45. Counsel for the National As- 
sociation of Building Owners and Man- 
agers reviews the legal background of a 
much debated subject. 


Gold Clause in Private Contracts. 
GEORGE NEBOLSINE. Y. L. J. May 
1933, p. 1051. $1.00. A detailed study of 
the legal effect of the gold clause includ- 
ing the legal rights of parties under debt 
contracts carrying ordinary currency 
clauses and a consideration of possible 
alternative measures of debt obligations 
available to future contracting parties. 


Height Limits for Tall Buildings Based on 
Plot Area. J. FELD. E. N. R. March 9, 
1933, p. 315. $0.45. Discussion of eco- 
nomic height of buildings based on a 
survey of 331 residential and office build- 
ings in New York City, of 20 or more 
stories in height; the approximate form- 
ula against the number of stories is equal 
to the area of the plot divided by 700. 

Mass-produced Houses in Review. F. April 
1933, p. 52. $1.20. A review of the prog- 
ress of the prefabricated house. 

May Survey of Rental Conditions Reveals 
26.87% Average Vacancy. MURRAY E. 
RANDELL AND GEORGE W. KLEIN. 
S. M. June 1933, p. 6. $0.45. Survey 
covers 1,929 buildings in 42 cities. 

Measuring the Value of an Easement. A. J. 
ROSENFELD. N. R. E. J. March 1933, 


Articles 


p. 33. $1.20. “The author’s purpose is not 
to set forth the final word on the matter, 
but to call the attention of Realtors to 
the need for a fuller consideration of 
this and other ‘legal phases’ of apprais- 
ing.” 

Methods of Industrial Appraisal. LOUIS B. 
BEARDSLEE. R. E. April 15, 1933, p. 
11. $0.30. “Result arrived at by adding 
value of land to replacement cost of the 
improvements should approximate evalu- 
ation from rental capitalization.” 


Obsolescence and the Assessor. JOHN E. 
BURTON. J. L. E. May 1933, p. 109. 
$1.45. Mr. Burton is a Lecturer in Land 
Economics, Northwestern University, 
formerly Research Secretary, Commit- 
tee on Taxation, President’s Conference 
on Home Building and Home Ownership. 


Population Trends and the Growth of Cities. 
W. RUSSELL TYLOR. C. E. May 1933, 
p. 277. $0.70. A study of birth and mor- 
tality rates in which Professor Tylor de- 
velops the reasons for expecting a sta- 
tionary state of population for the Unit- 
ed States in the near future. The author 
is Assistant Professor of Sociology, Uni- 
versity of Illinois. 

Stabilizing Real Estate Values. LAWRENCE 
B. CUMMINGS. R. & B. G. February 25, 
1933, p. 3. $0.70. Mr. Cummings is Vice- 
President of the Douglas L. Elliman & 
Co., Inc. 

A Technique for Establishing Relative Values 
of Realty. PETER A. STONE. R. & B. G. 
May 27, 1933, p. 3. $0.70. Developed by 
the Committee on Land Utilization of the 
New York Building Congress, with the 
aid of workers from the Emergency 
Work Bureau under the direction of 
Thomas S. Holden and Arthur C. Holden. 

What Will “Inflation” Do to Office Building 
Earnings? S. M. May 1933, p. 9. $0.45. 
The author of this article sees danger 
ahead if inflation is not firmly controlled. 
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New Members 


At the Regular Quarterly Meeting of the 
Governing Council, held in Chicago, Illinois 
on June 14, 19338, the following were elected 
to the grade of Member in the American In- 
stitute of Real Estate Appraisers: 


David W. Bush, Los Angeles, California 


Born in Philadelphia, Pa.; active member, 
Los Angeles Realty Board; doing business 
under his own name in general real estate 
and appraising, professional territory cov- 
ers Southern California; six years experi- 
ence as civil engineer on construction of 
Philadelphia and New York subway sys- 
tems; four years experience as civil engi- 
neer and superintendent on State highway, 
irrigation and dam construction in Califor- 
nia; nine years experience as land ap- 
praiser with the Southern Pacific Co. in 
connection with the valuation of the rail- 
roads by the Interstate Commerce Commis- 
sion (these appraisals covered all classes 
of property); during the past eight years 
has been in the real estate appraisal busi- 
ness on his own account, having appraised 
1,881 parcels of land with a total valuation 
in excess of $168,000,000 for the city of 
Los Angeles (including leaseholds); his 
appraisal experience includes also the ap- 
praising of more than 300 pieces of prop- 
erty for the County of Los Angeles, includ- 
ing urban and rural lands; five other con- 
demnation proceedings involving 316 par- 
cels of property; 219 parcels of property 
for the Superior Court; and 125 parcels of 
property for private owners in various 
parts of the City of Los Angeles. 


George Le Roy Schmutz, Los Angeles, 
California 


Born in Cumberland, Maryland; member, 
Los Angeles Realty Board; valuation engi- 
neer and lecturer on appraisal subjects; 
member, Faculty of Civic Center College 
of University of Southern California; pro- 
fessional territory covers the State of Cal- 
ifornia; former member, American Insti- 
tute of Mining and Metallurgical Engi- 
neers; former member, American Society 
of Military Engineers; co-author of ‘“Eco- 
nomic Approach to Valuation Procedure’’; 
author of course in “Condemnation Ap- 
praising” for the University of Southern 
California; author of article on “Economic 
Effects of Zoning” in Annals of American 
Academy of Political and Social Science; 


ten years experience in the appraisal of 
real estate, covering commercial property, 
small and large homes, industrial property, 
apartments, etc. 


Ivan A. Thorson, Los Angeles, Calif. 


Born in Rochester, Minn.; President, Ivan 
A. Thorson Organization; Vice-President 
and Chairman of the Executive Commit- 
tee, Bankers Trust & Savings Bank; pro- 
fessional territory—not limited; real es- 
tate counsellor and appraiser, Los Angeles 
Realty Board; teacher, author, and lectur- 
er; actual appraisal experience in Los An- 
geles covers a period of nine years. 


Mark Cheesman, Sacramento, California 


Born in San Francisco, Calif.; assistant 
sales manager, Robertson-Govan Co.; ap- 
praiser, Robertson-Govan Co.; professional 
territory covers the City and County of 
Sacramento and adjoining territory; com- 
missioner, opening of Y. Street, City of 
Sacramento; affiliate member, Sacramento 
Real Estate Board; four years as assistant 
buyer, Hale Brothers; graduate of course 
in merchandising; three years experience 
as real estate salesman for Wright & Kim- 
brough and Robertson-Govan Companies; 
one year’s experience as assistant sales 
manager, Robertson-Govan Co.; graduate 
of general real estate course, University of 
California; graduate of real estate apprais- 
al course, University of California; daily 
intensive appraisal work in Sacramento 
since 1929. 


Curtis Walker, Washington, D. C. 


Born in Washington, D. C.; official apprais- 
er, Maryland National Capital Park and 
Planning Commission; Vice - President, 
chairman of appraisal committee, and di- 
rector, Prudential Building Association; 
director, Silver Spring National Bank; 
Vice-President, Maryland Publishing Co.; 
chairman, Membership Committee, Wash- 
ington Real Estate Board, 1926 and 1932; 
eactive member, Washington Real Estate 
Board; professional territory covers Wash- 
ington, D. C., and suburban Maryland and 
Virginia; 10 years experience in real es- 
tate appraising; formerly associated with 
John F. Maury (Past President, Washing- 
ton Real Estate Board); active in real es- 
tate field since 1923; appraisal experience 
includes residences, club property, coal and 
material business, retail property, office 
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buildings, bank: buildings; appraised more 
than $1,000,000 worth of residences in 
Washington, D. C. and suburban Maryland 
for various loan companies between 1924- 
1928; appraised more than $2,000,000 
worth of property for the Reconstruction 
Finance Corporation during the period 
1931-1933. 


Harry J. Wood, Fort Myers, Florida 


Born in Live Oak, Florida; active member, 
Fort Myers Realty Board; Treasurer, Past 
President, and chairman, Appraisal Com- 
mittee, Fort Myers Realty Board; Vice- 
President, Florida Association of Real Es- 
tate Boards; graduate of appraisal course 
of the National Association of Real Estate 
Boards; vice-president, Fort Myers Build- 
ing & Loan Assn.; professional territory 
covers Lee County, Fla. and southwest 
Fla.; graduate of Georgia Tech in electrical 
engineering; chairman, Fort Myers Plan- 
ning and Zoning Commission, 1925-1928; 
director, Fort Myers Chamber of Com- 
merce, 1926-30; director of Jacksonville 
Real Estate Board and member Appraisal 
Committee, 1920-23; appraisal experience 
includes the valuation of homes, apart- 
ments, light and power plants, offices, ware- 
houses, acreage, bank buildings, etc. 


Harry S. Cutmore, Chicago, Illinois 


Active member, Chicago Real Estate 
Board; President, Harry S. Cutmore and 
Associates, Inc.; in general appraisal busi- 
ness for 16 years; 6 years with the Amer- 
ican Appraisal Company; director of 1928 
re-assessment of all property in Cook 
County, Illinois. 


Ernest H. Lyons, Chicago, II. 


Born in Chicago, IIl.; associated in real es- 
tate and appraisal work with Thomas J. E. 
Kemp; professional territory covers the 
metropolitan district of Chicago; active 
member, Chicago Real Estate Board; 30 
years experience in the appraising of real 
estate; active real estate experience in 
sales, leases, loans, subdivisions, construc- 
tion of buildings and management of prop- 
erties; formerly member and general chair- 
man of Valuation Committee of the Chi- 
cago Real Estate Board; formerly Chief of 
Staff for the Board of Local Improvements, 
City of Chicago; during the period 1903- 
1933 appraised all types of property for 
such clients as the U. S. Government; 
Boards of Education; Park Boards; Rail- 
roads; City of Chicago, Inheritance Tax 


Department; Banks; Trust Companies; 
various law firms; and individuals. 


George Robert Quin, Chicago, III. 


Born in Chicago, IIll.; business manager, 
Central Realty & Inv. Co., operating large 
office buildings in the Chicago loop and 
dealing also in lofts and other business 
properties; professional territory comprises 
the central business district of Chicago; di- 
rector, Building Managers’ Assn. of Chica- 
go; director, Euclid Realty Trust; chair- 
man, Tax Committee of State Street Coun- 
cil; active member, Chicago Real Estate 
Board; active as a real estate broker and 
manager since 1911; formerly member of 
Milburn & Quin in which connection con- 
fidential appraisals for S. W. Straus’ larger 
business properties were handled from 
1911-1916; appraisal experience includes 
office buildings, leaseholds, loft buildings, 
shops, professional buildings, retail store 
buildings, etc. 


Samuel C. Ennis, Hammond, Indiana 


Born in West Virginia; active member of 
the Hammond Real Estate Board; Presi- 
dent, Mortgage Bond Service Company, 
Hammond; professional territory covers 
Northern Indiana; appraisal experience 
covers a period of seven years and includes 
the appraising of residences, commercial 
properties, apartment properties, industrial 
properties, and vacant properties; complet- 
ed a two year course in real estate offered 
by the Chicago Real Estate Board at the 
Central College of Commerce in Chicago; 
special training at Valparaiso University. 


Arthur §S. Kirk, Des Moines, Iowa 


Born in Hiawatha, Kansas; senior member 
and Past President, Des Moines Real Estate 
Board; Past President, Iowa Association of 
Real Estate Boards; secretary and treasur- 
er, Chamberlain, Kirk & Company, Inc.; 
professional territory covers Des Moines 
and Iowa; Phi Beta Kappa, Gamma of 
Iowa; member, Finance Committee of Des 
Moines Club; member, Board of Directors, 
Wakonda Country Club; member, Board of 
Directors, Hermit Club; chairman, City 
Plan & Zoning Commission, 1932; chair- 
man, Streets & Boulevards Committee, 
1933; member, Iowa State Bar; member, 
Board of Trustees, Drake University; mem- 
ber, Investment Committee, Drake Univer- 
sity; past chairman, Appraisal Committee, 
Des Moines Real Estate Board; B. A. de- 
gree, Drake University, 1914; A. M. de- 
gree, Harvard University, 1915; L.L.B. de- 
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gree, Law College, Drake University, 1923; 
actively engaged in real estate business 
since 1916. 


Walter S. Palmer, Grand Rapids, Mich. 


Born in Grand Rapids, Mich.; manager, 
Federal Square Building; appraiser, Equi- 
table Life Assurance Society; Treasurer, 
Ravenswood Development Company; chair- 
man, Grand Rapids Real Estate Board Ap- 
praisal Committee; member, National Asso- 
ciation of Building Owners & Managers; 
director, Grand Rapids Association of 
Building Owners & Managers; director, 
Family Service Association of Grand Rap- 
ids; director (in charge) Legal Bureau of 
Grand Rapids; active member, Grand Rap- 
ids Real Estate Board; practiced law from 
1912 to 1917 specializing in real estate; 
actively engaged in real estate business 
since 1923; actively engaged in real estate 
appraisal work during the last three years; 
graduate, University of Michigan Law De- 
partment, 1912; residential appraisals ag- 
gregate $1,180,450; industrial appraisals 
aggregate $1,244,345; condemnation ap- 
praisals aggregate $466,076; commercial 
and investment appraisals aggregate $710,- 
962; appraised, as member of real estate 
board appraisal committee, appraisals ag- 
gregating in value $5,012,872; professional 
territory covers the State of Michigan. 


John H. Farish, St. Louis, Missouri 


Born in St. Louis, Mo.; active member, St. 
Louis Real Estate Exchange; professional 
territory covers St. Louis City and County; 
Director, Title Insurance Corp.; Director, 
St. Louis Country Club; Director, Indus- 
trial Club; Director, Business League; Di- 
rector, St. Louis Chamber of Commerce; 
Instructor of class in Ethics; A.B. degree, 
Georgetown College, D. C.; L.L.B. degree, 
Washington University, St. Louis; A.M. de- 
gree, St. Louis University. 


Harry J. Stevens, Newark, N. J. 


Born in Newark, N. J.; broker member, 
Newark Real Estate Board; professional 
territory covers the State of New Jersey; 
President, Newark Real Estate Board; Sec- 
retary, South Mountain Estates; Vice- 
President, Franklin Washington Trust Co.; 
Secretary, Century Holding Company; 
Vice-President, Woodmen Building & Loan 
Assn.; Secretary, Holland Building & Loan 
Assn.; Secretary, Trustworthy Building & 
Loan Assn.; Development Manager, Larch- 
mont Estate; author-lecturer; real estate 


appraising experience covers a period of 
twenty-three years. 


James A. O’Connell, New Brunswick, 


New Jersey 

Born in New Brunswick, N. J.; member, 
New Brunswick Real Estate Board; sole 
owner, James A. O’Connell Real Estate 
and Insurance Agency; professional terri- 
tory covers New Brunswick and Middlesex 
County; director and appraiser for the 
Middlesex Title Guarantee and Trust Com- 
pany; actively engaged in the real estate 
business since June, 1909. 


Arthur J. Horton, Brooklyn, N. Y. 


Active member and Director, Brooklyn 
Real Estate Board; Vice President, Bulk- 
ley & Horton Company; Director, Long 
Island Real Estate Board. 


George S. Horton, Brooklyn, N. Y. 


Active member and President, Brooklyn 
Real Estate Board; President, Bulkley & 
Horton Company; Director, Brooklyn Bond 
and Mortgage Company; Chairman of Ex- 
ecutive Committee, Lafayette National 
Bank; President, Bulkley & Horton Hold- 
ing Company; President, Lafayette Bank 
Shares Corp.; President, 71 Brooklyn Av- 
enue Corp. 


M. C. O’Brien, Brooklyn, N. Y. 


Born in Lawrenceville, N. Y.; President, 
M. C. O’Brien, Inc.; professional territory 
covers the County of Kings, N. Y.; active 
member, Brooklyn Real Estate Board; 
trustee, Lincoln Savings Bank; member, 
Advisory Board, Manufacturers Trust Co.; 
trustee, Brooklyn Law School; graduate, 
St. Lawrence University, B. S. degree, 
1909; valuation experience covers apprais- 
als of business and office building proper- 
ties, apartment houses, and other various 
types of property. 


William F. MacDermott, Jamaica, N. Y. 


Born in Brooklyn, N. Y.; President, Long 
Island Bond & Mortgage Guarantee Co.; 
professional territory covers Queens Coun- 
ty, City of N. Y. and Nassau County, Long 
Island, N. Y.; active Executor of an estate 
with real estate holdings of approximately 
$1,500,000 in land and buildings; active 
member, Long Island Real Estate Board; 
for the past twenty-five years has been as- 
sociated with the Long Island Bond & 
Mortgage Guarantee Co.; for the last fif- 
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teen years has been actively engaged in the 
appraisal of real estate of all types for 
mortgage purposes; has had extensive ex- 
perience in building houses for sale and in- 
vestment. 


Granville H. Rome, Jamaica, New York 


Active member, Long Island Real Estate 
Board; Vice President, Bulkley & Horton 
Company; Vice President, Brevoort Sav- 
ings Bank; Chairman of Appraisal Com- 
mittee, Brevoort Savings Bank; Vice Pres- 
ident and member Appraisal Committee, 
Bulkley & Horton Holding Company; Vice 
President and member Appraisal Commit- 
tee, Sunshine Properties. 


. S. Noble, Winston Salem, N. C. 


Born in Anniston, Alabama; active mem- 
ber, Winston Salem Real Estate Board; 
Vice-President, North Carolina Association 
of Real Estate Boards, 1933; Past Presi- 
dent, Winston Salem Real Estate Board, 
1921, 1922 and 1932; Vice-President and 
Secretary, The Pilot Company; Secretary, 
Buena Vista Annex, Inc.; Vice-President, 
Standard Improvement Company; Direc- 
tor, Standard Building & Loan Associa- 
tion; Member, Appraisal Committee, Stand- 
ard Building & Loan Association since 


1926; Member, Appraisal Committee, Win- 


ston Salem Real Estate Board for 6 years; 
Chairman, Tax Revaluation Committee, 
Forsyth County, 1938; professional terri- 
tory covers Winston Salem and Forsyth 
County, N. C.; B. S. degree, Architectural 
Engineering, Alabama Polytechnic Insti- 
tute, 1914. 


K. Lee Hyder, Milwaukee, Wisconsin 


Born in Kansas City, Mo.; member, Mil- 
waukee Real Estate Board; assistant vice- 
president in charge of the Engineering Di- 
vision, The American Appraisal Company, 
Milwaukee; directly responsible for inves- 
tigations, appraisals and reports upon land, 
leaseholds, all classes of investment proper- 
ties, and natural resources, including ap- 
praisals for financing, condemnation, and 
various other purposes; registered archi- 
tect in State of Michigan; member, Mich- 
igan Society of Architects; member, So- 
ciety of Industrial Engineers; member, Ar- 
chitectural Society, University of Pennsyl- 
vania; three years’ course in civil engineer- 
ing, Colorado College, Colorado Springs, 
Colo.; one year’s course, architecture, Uni- 
versity of Pennsylvania, Philadelphia, Pa.; 
three years’ course, architectural design, 
Society of Beaux Arts Architects; 21 years 
experience in architectural practice, build- 
ing construction, estimating, and appraisal 
work. 
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Officers and Committees 
of the 
American Institute of Real Estate Appraisers 
- of the 
National Association of Real Estate Boards 


(July 1, 1932 to December 31, 1934) 


PHILIP W. KNISKERN President 
165 Broadway, New York, N. Y. 


JOSEPH B. HALL Vice President 
35 E. 7th St., Cincinnati, Ohio 


HERBERT U. NELSON Secretary 
59 E. Van Buren St., Chicago, Ill. 


MARK LEVY Treasurer 
7 South Dearborn St., Chicago, Ill. 


HARRY GRANT ATKINSON 
Director of Activities 
59 E. Van Buren St., Chicago, IIl.. 


Governing Council 

Term Expiring December 31, 1935 
Cyril R. DeMara, Hamilton, Ontario. 
Peter Hanson, Glendale, California. 
Philip W. Kniskern, New York City, N. Y. 
Cuthbert E. Reeves, Buffalo, N. Y. 
J. Alvin Register, Jacksonville, Florida. 
Maurice F. Reidy, Worcester, Mass. 


Term Expiring December 31, 1934 


Ralph D. Baker, Camden, New Jersey. 
J. W. Cree, Jr., Pittsburgh, Penn. 
Joseph B. Hall, Cincinnati, Ohio. 
Joseph W. Hannauer, St. Louis, Mo. 
A. C. Houghton, Washington, D. C. 
Mark Levy, Chicago, Illinois. 

Term Expiring December 31, 1933 
Harry E. Gilbert, Baltimore, Md. 
Samuel C. Kane, Philadelphia, Pa. 
Norman L. Newhall, Minneapolis, Minn. 
E. L. Ostendorf, Cleveland, Ohio. 
Frank H. Taylor, East Orange, N. J. 

Representing Board of Directors, National 

Association of Real Estate Boards 

Henry G. Zander, Chicago, Illinois. 


Admissions Committee 


Frank H. Taylor, East Orange, N. J., Chair- 
man. 


Harry E. Gilbert, Baltimore, Md. 
Joseph W. Hannauer, St. Louis, Mo. 
Samuel C. Kane, Philadelphia, Pa. 
Charles Partridge, Brooklyn, N. Y. 
Walter S. Schmidt, Cincinnati, Ohio. 


Committee on Appraisal Procedure 


Joseph B. Hall, Cincinnati, Ohio, Chairman. 
W. H. Ballard, Boston, Mass. 

Harrison S. Colburn, New York, N. Y. 

Ayers J. du Bois, Los Angeles, Calif. 

Harry E. Gilbert, Baltimore, Md. 

George H. Gray, Brooklyn, N. Y. 

Frank D. Hall, New York, N. Y. 

Walter R. Kuehnle, Chicago, IIl. 

Carlton Schultz, Cleveland, Ohio. 

Harry A. Taylor, East Orange, N. J. 


Disciplinary Committee 
Maurice F. Reidy, Worcester, Mass., Chair- 
man. 
Harrison S. Colburn, New York, N. Y. 
George H. Gray, Brooklyn, N. Y. 
J. Kingsley Powell, Metuchen, N. J. 


Ethics Committee 


Ralph D. Baker, Camden, N. J., Chairman. 
W. W. Butts, St. Louis, Mo. 

W. E. Ferguson, Baltimore, Md. 

Frank M. McCurdy, Brooklyn, N. Y. 
Charles B. Shattuck, Los Angeles, Calif. 


Legislation and ‘Legal Committee 


Peter Hanson, Glendale, Calif., Chairman. 
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OFFICERS AND COMMITTEES 





Committee on Local Chapters 


J. Alvin Register, Jacksonville, Fla., Chair- 
man. 


William W. Butts, St. Louis, Mo. 
Morris Goldfarb, Perth Amboy, N. J. 
Charles B. Shattuck, Los Angeles, Calif. 


Membership Committee 
Bracton Goldstone, New York, N. Y., Chair- 
man. 


John P. Hooker, Chicago, Il. 

Arthur S. Kirk, Des Moines, Iowa. 

Frank McLaughlin, Toronto, Ont., Canada. 
Stanley L. McMichael, Los Angeles, Calif. 
Cuthbert E. Reeves, Buffalo, N. Y. 

Maurice F. Reidy, Worcester, Mass. 

D. Earl Wilson, Miami, Fla. 


Publications Committee 
Mark Levy, Chicago, Ill., Chairman. 
Hollis Bush, Miami, Florida. 
Ayers J. du Bois, Los Angeles, Calif. 
John P. Hooker, Chicago, IIl. 
Carlton Schultz, Cleveland, Ohio. 


Research Committee 
Joseph B. Hall, Cincinnati, Ohio, Chairman. 


Committee on Revision of By-Laws 
E. L. Ostendorf, Cleveland, Ohio, Chairman. 


Statistics Committee 


Joseph B. Hall, Cincinnati, Ohio, Chairman. 


Committee on Valuation of Percentage 
Leases 


Joel L. Schlesinger, Newark, N. J., Chairman. 
Murray Apfelbaum, Newark, N. J. 

Stephen F. Barrera, Brooklyn, N. Y. 

Cyril R. DeMara, Hamilton, Ont. 

A. C. Houghton, Washington, D. C. 

Russell Price, Cincinnati, Ohio. 

Maurice F. Reidy, Worcester, Mass. 
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Officers of Local Chapters 


New Jersey Chapter Number 1 


President — Morris Goldfarb, Perth Amboy, 
N. J. 

Vice President—John J. Berry, Newark, N. J. 

Secretary — W. W. Chalmers, Camden, N. J. 

Treasurer — John K. Leeds, Elizabeth, N. J. 


Ohio Chapter Number 3 


President — Walter S. Schmidt, Cincinnati, 
Ohio. 

Vice President — E. L. Ostendorf, Cleveland, 
Ohio. 

Secretary — Lewis R. Smith, Cincinnati, Ohio. 

Treasurer — W. F. Voges, Akron, Ohio. 


Florida Chapter Number 2 
President — J. Alvin Register, Jacksonville, 
Florida. 


Vice President — Charles P. Glover, Tampa, 
Florida. 


Treasurer—G. Jackson, Jr., Orlando, Florida. 


California Chapter Number 5 
President — Stanley L. McMichael, Los An- 
geles, Calif. 
Vice President — Ayers J. du Bois, Los An- 
geles, Calif. 


Secretary and Treasurer— Nathan Libott, 
Los Angeles, Calif. 


o¢ & © 


Roster of Members 


The officers of the Institute announce with sincere regret the death of George L. 
Atkins, M.A.I., Trenton, New Jersey. Admitted Jan. 27, 1933. Died May 31, 1933. 


CALIFORNIA 
Glendale 


PETER HANSON 


Long Beach 
J. MORTIMER CLARK, Clark & Maspero 
409 Security Building 
J. C. HOFFMAN 807 F. & M. Bank Bldg. 
A. G. MASPERO, Clark & Maspero 
409 Security Building 
T. F. MERRICK Heartwell Building 


520 Security Building 








Los Angeles 


DAVID W. BUSH 616 O. T. Johnson Bldg. 
AYERS J. du BOIS 7079 Hollywood Boulevard 
ARTHUR L. LAYDEN, R. C. Mason & Co 

609 S. Grand Avenue 
NATHAN H. LIBOTT 6253 Hollywood Boulevard 
STANLEY L. McMICHAEL 6785 Whitley Terrace 


2510 S. Vermont Ave. 
617 S. Olive Street 
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North Hollywood 
RALPH BRASHEAR. 


Oakland 
JAMES G. STAFFORD 
Sacramento 
MARK eee an 
A. J. DELAN 
W. S. GUILFORD 
Wilmington 
THOMAS FRANCIS MASON 303 Avalon Blvd. 
CONNECTICUT 


10602 Magnolia Boulevard 
5820 Presley Way 


819 J. Street 
819 J. Street 
Sutter Club 











Hartford 
JOSEPH P. KENNEDY. 
New Haven 
HENRY MUSCH, JR 9 Center Street 
DISTRICT OF COLUMBIA 
Washington 


HAROLD E. DOYLE 
JOSEPH fa’ Jr 


720 Main Street 





738 15th Street 
1013 15th Street, N. W. 
1516 H Street, N. W. 

q ; 

Tower Bldg. 





FLORIDA 


Fort Myers 
HARRY J. WOOD 
Jacksonville 


1112 ist Street 


1316 Graham Building 

2nd Floor, Buckman Building 
516 Professional Building 
114 Graham Building 
117 W. Forsyth St. 
319 W. Forsyth St. 


J. ALVIN REGIST 
BAINBRIDGE RICHARDSON 
LAWRENCE K. TUCKER, JR 
iami 

HOLLIS BUSH 711 ty, “ae Bldg. 
KENNETH S. KEYES, The Keyes Co., I 


..First Trust Building 
ADRIAN McCUNE 


1017 Security Building 
D. EARL WILSON 1017 Security Building 
Orlando 


GEORGE F. BRASS 
HAROLD V. CONDICT 
= ge Jr 
5: Mf STEWART 


Sarasota 
FRED L. PALMER 


Tampa 
CHARLES P. GLOVER 


Vero Beach 
ren P. O. Box Q 


GEORGIA 





Box 1052 
Box 1052 
62 E. Pine Street 
Box 293 
715 State Bank Bldg. 














482 Main Street 





201 E. Lafayette 


Atlanta 
BRYAN M. GRANT 


ILLINOIS 


41 Forsyth St., N. W. 


Chicago 
HARRY S. ae 
JOHN P. HO 
A. K. HORN 
WALTER R. CUEHNLE 
MARK LEVY 
ERNEST H. LYONS 
GEORGE ROBERT QUIN 
J. SOULE WARTERFIELD 
Galesburg 


RALPH V. FIELD 
Waukegan 
OSCAR SODERQUIST....Waukegan Natl. Bank Bldg. 
INDIANA 


38 S. Dearborn St. 

140 S. Dearborn Street 
1411 1st Natl. Bk. Bldg. 
2842 Eastwood Ave. 
7 S. Dearborn Street 
120 S. LaSalle St. 
36 S. State St. 

8 S. Dearborn Street 





203 Bank of Galesburg Bldg. 


Gary 
JAMES R. DAVIDSON 


Hammond 
SAMUEL C. ENNIS 
Indianapolis 


GEORGE A. KUHN 
FRANK B. McKIBBIN 


504 Broadway 


lst Trust Bldg. 





.-706 Guaranty Building 
129 E. Market St. 


Des Moines 
ARTHUR S. KIRK 


Sioux City 
WILLARD L. FROST Security Bank Building 
KANSAS 


900 Grand Avenue 


Hutchinson 
J. C. McNAGHTEN 


MARYLAND 
Baltimore 
OREGON pte DENNIS....New Amsterdam Bldg. 
W. E. FERGUSO 100 E. Pleasant Street 
2 E. Lexington Street 
1109 Lexington Bldg. 
336 N. Charles Street 


Bethesda 
H. WENDELL FITZGERALD.................. P. O. Box 53 


MASSACHUSETTS 


Boston 
W. H. BALLARD 
EDWARD F. CASSELL 18 Tremont Street 
JAMES D. HENDERSON 209 Washington Street 
NORMAN W. KENNY, C. W. Whittier & Bro 
82 Devonshire Street 


45 Milk Street 








Fall River 
J. bey 3 es 49 Purchase Street 
MYER MARK Granite Block 
EVERETT N. SLADE, John P. _ & Son 

7 N. Main Street 





Worcester 
MAURICE F. REIDY 


MICHIGAN 


2 Foster Street 


Grand Rapids 
WALTER S. PALMER 


Pontiac 
PAUL A. KERN 


104 Federa! Square Bldg. 


First National Bank Bldg. 


MINNESOTA 


Minneapolis 
NORMAN L. NEWHALL 519 Marquette Avenue 
EDWIN L. SOMERVILLE 1478 N. W. Bank Bldg. 


MISSOURI 


Clayton 
NORMAN B. COMFORT 


St. Louis 
W. C. BERNARD 
WILLIAM W. BUTTS 


18 No. Meramec 


317 N. 11th Street 
803 Chestnut Street 
..-801 Chestnut Street 
«718 Chestnut Street 
.«...811 Chestnut Street 
706 Chestnut Street 





J FARISH 
JOSEPH W.. HANNAUER.. 


NEBRASKA 


Omaha 
Cc. D. GLOVER 1221 City National Bank 
LEWIS C. SHOLES ..805 Paterson Building 


CLINTON B. STUHT. ..Aquila Court Building 


NEW JERSEY 


Butler 
FRANK B. FAY, JR 


Camden 
RALPH D. BAKER 


WAYLAND P. CRAMER.. 
J. WILLIAM MARKEIM.. 
PHILIP ZINMAN 


East Orange 
FRANK H. TAYLOR 
HARRY A. TAYLOR 


Elizabeth 


Fayson Lake 


924 Broadway 
7th and Market Streets 
525 Cooper Street 

4th and Federal Streets 
2500 Federal Street 





520 Main Street 
520 Main Street 





10 Westfield Avenue 
sLER 215 Broad Street 
BURTON THOMPSON 
MAX TIEGER 
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Fort Lee 
ISIDORO QUINTANA 
Jersey City 


218 Main Street 


80 Journal Square, Room 300 
SOMERS 700 Bergen Ave. 





Linden 
JOHN FEDOR 


Metuchen 
J. K. POWELL 


Newark 
MURRAY APFELBAUM 
JOHN J. BERRY 930 Broad Street 
JOS. L. FEIBLEMAN 17-19 William Street 
FRANKLIN HANNOCH, Fiedler Corp 14 Park Pl. 
LOUIS HERMAN 60 Park Place 
29 Elizabeth Street 
40 Clinton Street 
81 Clinton Street 
478 Central Avenue 


540 S. Wood Avenue 





Main and Middlesey 


786 Broad Street 











E. J. 

JOEL L. SCHLESINGER 

HARRY J. STEVENS 
New Brunswick 

JAS. A. O’CONNELL 
Perth Amboy 

MORRIS GOLDFARB 
Ridgewood 

SAMUEL S. WALSTRUM 
Rutherford 

CHARLES A. VAN WINKLE 

ee VAN WINKLE 
Trento 

*GEORGE L. ATKINS 


NEW YORK 
Brocklyn 


STEPHEN F. BARRERA 
BAUR 


392 George St. 


279 Madison Avenue 





1 and 2 Station Sq. 
1 and 2 Station Sq. 


217 E. Hanover St. 


191 Joralemon St. 
2609 Clarendon Rd. 
160 Remsen Street 

310 Ashland Place 
Fifth Avenue 

214 Flatbush Ave. 
...59 Lafayette Ave. 
158 Remsen Street 
-.215 Montague Street 
798 Nostrand Ave. 
397 Flatbush Avenue 
32 Court Street 
1124 Myrtle Ave. 
162 Remsen Street 








JAMES F. * MATTHEWS.. 
M. C. O’BRIEN.. 
CHARLES PARTRIDGE 
LEWIS H. POUNDS 
FENWICK B. SMALL 
R. W. WALDEN 
Buffalo 
A. P. ALLINGHAM 
PERCIVAL V. BOWEN 
WALTER W. COHN 
CUTHBERT E. REEVES 
Jamaica, L. I. 
WM. F. MacDERMOTT 
GRANVILLE H. ROME 
Mechanicville 
FRANZ H. MOAK 
New York City 
HARRISON - > mete 
A. N. GITTERM 
BRACTON GOLDSTONE 
FRANK D. HAL 
PHILIP W. UNISKERN 
IRVING I. ROSENBAUM 
Yonkers 
PAUL WEGENER 2 Hudson Street 


NORTH CAROLINA 
Charlotte 


Ss. T. HENDERSON 
Winston Salem 
CHARLES G. FLEETWOOD......513 Reynolds Bldg. 
Cc. S. NOBLE 674 Manly St. 
OHIO 
Akron 











63 Niagara Street 
-.1006 Ellicott Sq. 

155 Pearl Street 

2202 Liberty Bank Bldg. 


89-70 162nd St. 
160-09 Jamaica Ave. 


87 N. Main Street 





80 Church Street 
.45 E. 49th Street 





165 Broadway 
384 Broadway 





3 Hermitage Road 





7 W. Exchange Street 
; Boulevard 
1109 S. Main Street 








L. D. “SCRANTON 

Canton 
MARK HAMBLETON 
WILLIAM J. UEBELHART. 


*Deceased, May 381, 193838 


$41 E. Main Street 


417 Mellett Building 
301 Mellett Building 


Cincinnati 
HOWARD R. BURGESS.. ..104 Neave Bldg. 
Neave Bldg. 


1142 Herschel Ave. 


JAMES J. GROGAN.......... S. W. Cor. 5th & Main Sts. 
JOSEPH B. HALL 35 E. 7th Street 
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